i 
O 
S 
fx 

'O 
> 
Z 
2 


PROGRESS REPORT ON RFC LIQUIDATION 


HEARING 
BEFORE THE 
COMMITTEE ON BANKING AND CURRENCY 
UNITED STATES SENATE 
EIGHTY-THIRD CONGRESS 
SECOND SESSION 
ON 


THE PROGRESS OF LIQUIDATION OF THE RECONSTRUCTION 
FINANCE CORPORATION 


MARCH 26, 1954 


Printed for the use of the Committee on Banking and Currency 


LAW LIBRARY 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1954 








COMMITTEE ON BANKING AND CURRENCY 


HOMER E 


BRICKER, Ohio 
IRVING M. IVES, New York 
WALLACE F. BENNETT, Utah 
PRESCOTT BUSH, C 
J.GLENN BEALL, Maryland 
FREDERICK G. PAYNE, Maine 
BARRY GOLDWATER, Arizona 


JOHN W 


ymnecticut 


CAPEHART, Indiana, Chairman 
BURNET R. MAYBANK, South Carolina 
J. WILLIAM FULBRIGHT, Arkansas 
A. WILLIS ROBERTSON, Virginia 
JOHN SPARKMAN, Alabama 
J. ALLEN FREAR, JR., Delaware 
PAUL H. DOUGLAS, Illinois 
HERBERT H. LEHMAN, New York 


IRA Dixon, Chief Clerk 


Ray 8. DONALDSON, Staff Director 


SUBCOMMITTEE ON 


FREDERICK G 


JOHN W. BRICKER, Ohio 
WALLACE F. BENNETT, Utah 
PRESCOTT BUSH, Connecticut 


II 





RECONSTRUCTION FINANCE CORPORATION 


PAYNE, Maine, Chairman 
J. WILLIAM FULBRIGHT, Arkansas 
JOHN SPARKMAN, Alabama 
J. ALLEN FREAR, Jr., Delaware 





CONTENTS 





Cra is, Kenton R., Administrator, Recor etic Finance Corpo- 
ration l 
MekKinnon, Wylie F., Director, Office of Ti and Fiber, Reconstrue- 
tic Finance Corporatio 5 
Letters, statements, ete., submitted for the record | 


Reeonstruction Finance Corporatior 


Proceed ires POV rning foreclos ires and disposal of acquired 
yperties 30 
Railroad obligations held by RF‘ 38 
Statement of Administrator, with charts 42 
Business loans, borrowers with loans and commitments aggregat 





ing $500,000 or more 63 
Sales and retirements of securities 66 
Rubber Producing Facilities Disposal Commission: Interim report 70 


Staff report: Salient points on Longhorn tin smelter 69 


ItI 





PROGRESS REPORT ON RFC LIQUIDATION 





FRIDAY, MARCH 26, 1954 


Untrep Sratres SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Wash ington, dD. C. 

The committee met, pursuant to call, at 10:10 a. m., room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman), 
presiding. 

Present: Senators Capehart, Bricker, Ives, Bush, Payne, Maybank, 
Fulbright, Robertson, Frear, and Lehman. 

The Cuarrman. The committee will please come to order. As you 
gentlemen know, the purpose of this meeting is to hear a report by 
Mr. Cravens, the Administrator of the Reconstruction Finance Cor- 
poration, on his progress in liquidating the RFC. 

We also have present this morning Mr. Holland, who is the Exec- 
utive Director of the Commission that was set up under the law to 
dispose of the synthetic rubber plants. Mr. Holland will be available 
to answer any questions that any members of the committee may care 
to ask him about the progress to date in disposing of the rubber plants. 

Mr. Cravens, of course, is here to discuss with us In as great detail 
as you gentlemen care to go into it with him the progress he has made 
to date in disposing of the RFC assets. 

I see you have quite a long statement, Mr. Cravens. 

Senator Ropertson. I ask unanimous consent that he be permitted 
to insert that in the record and then summarize it for us. 

The CuHarrMan. I think the suggestion is a good one. However, I 
think it might be better if we let Mr. Cravens proceed in his own way. 
If he prefers to read it, I think we ought to permit him to do so. 
Suppose we suggest to Mr. Cravens that he proceed in his own way 
to start out with and see what happens. Will you proceed, Mr. 
Cravens, to tell us the progress you have made and any thoughts and 
ideas that you have? 


STATEMENT OF KENTON R. CRAVENS, ADMINISTRATOR, 
RECONSTRUCTION FINANCE CORPORATION 


Mr. Cravens. I would be glad to read this, Mr. Chairman. It 
does bring up point by point the various steps. 

The CHarrMAN. You think it would possibly be just as short to 
read it as to try to talk about it? 

Mr. Cravens. I think so. 

The CHarrMan. Let me say that the chairman of our subcommittee 
that handles RFC is Senator Payne. He and his committee have done 
an excellent job in working on this matter. Senator Fulbright is a 
member of that subcommittee and Senator Bush, I believe, is a 
member, as is Senator Frear. 
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It was Senator Payne’s suggestion that we have the full committee 
listen to your progress report this morning. With that, I will let you 
ag ngr 

Mr. Cravens. Mr. Chairman and members of the committee, you 
have stated pretty well my purpose for being here. 

As background for this discussion it may be helpful to outline 
briefly the history of RFC. 

The Corporation was c reated by act of Congress, January 22, 1932, 
for the purpose of establishing a secondary source of credit to aid in 
the stabilization of the Nation’s financial institutions. The Corpora- 
tion began its operations on February 2, 1932, with authority to 
provide credit to agriculture, commerce, and industry through loans 
to banks and other financial institutions, insurance companies, and 
agricultural agencies. The Congress later broadened the functions 
o' RFC to include authority to purchase the capital stock and de- 
bentures of banks, and the capital stock of insurance companies, 
agricultural credit corporations, and national mortgage associations. 
RIC was also given authority to make loans to business enterprises, 
mining interests, agricultural improvement districts, disaster vic- 
tims, and public school authorities, and to assist in financing the con- 
struction of public works. Thus it became a primary, as well as a 
secondary source of credit, a new concept of government financial 
aid in areas other than agriculture. 

Legislation was enacted in 1940 giving the Corporation new re- 
sponsibilities in connection with the national defense program. 
For the most part, these defense programs were conducted through 
subsidiary corporations which were greatly expanded during the war- 
time period. 

By legislation approved June 30, 1947, wartime lending powers 
and functions of the Corporation were terminated, except with respect 
to the programs dealing with synthetic rubber, tin, and abaca fiber. 
At this time, the lending activities of RFC were confined to business 
enterprises, including railroads and air carriers, financial institutions, 
political subdivisions of States and Territories, and disaster victims. 
These activities remained substantially unchanged until enactment 
of the RFC Liquidation Act. 

Even though the scope of RFC’s activities had been restricted, 
the Government continued to have vast sums tied up in this far- 
reaching business enterprise. On last June 30, the Government 
had approximately $1,800 million in programs administered by RFC, 
which, after deducting depreciation charged against the synthetic 
rubber and tin-producing facilities and the abaca fiber plantations, 
left a net investment of $1,400 million. 

This pictogram shows the programs in which those investments 
remained. The largest investment was in the lending programs, 
followed by those in synthetic rubber, tin, miscellaneous assets left 
over from World War II, and the abaca plantations in Central America, 

Although the $1,400 million shown here is impressive by any stand- 
ard, it represents only a little over 4 percent of the total amount of 
Treasury funds invested in business-type activities. That total, 
according to the 1953 Annual Report of the Secretary of the Treasury, 
was $32,600 million. A sum of such magnitude warrants serious 
reflection in a nation dedicated to free enterprise. 
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This was the situation substantially as it existed when I took office 
as Administrator on May 2, 1953. Speaking in a financial sense, the 
paramount task then confronting the administration was—without 
dislocating the economy—to reduce the drain on the Treasury and 
to achieve a balanced budget. My policies in RFC have been dedi- 
cated to these objectives. 

Basically, the problem was threefold. First, there was the question 
of reducing expenditures in the RFC administrative organization. At 
the time | became Administrator, the Corporation was operating 
through a field organization of 28 regional agencies and 6 branch 
offices. This setup was immediately reorganized to 8 regional agencies 
and 26 branch offices. The consolidation of field office functions had 
no adverse effect on our relations with borrowers, nor on the adminis- 
tration of loans. It did, however, eliminate substantial amounts of 
overhead expense, and the greater concentration of the workload 
enabled us to use personnel much more efficiently. Within 60 days 
after I took office, a reduction-in-force program was instituted which 
reduced lending personnel from 1,711 to 942 and other personnel from 
454 to 370. This meant a saving of $5,500,000 in RFC’s annual rate of 
expenditure. 

Immediately after the passage of the RFC Liquidation Act, I closed 
all branch offices except 1 in Alaska and 1 in Puerto Rico, which 
terminated another 70 employees and further reduced our annual rate 
of expenditure by $475,000. 

In addition to administrative expenditures, there was also the 
problem of curbing the drain on Treasury funds in loan disbursements. 
A contribution to this goal was made by resetting RFC’s lending 
policies to limit new authorizations to those which served the public 
interest through direct contributions to defense programs or essential 
civilian activities. Before authorizing any loan to be disbursed directly 
by RFC, every possible effort was made to have the financing provide d 
entirely by private sources or through participation in bank ‘Joans on a 
deferred basis. I want to emphasize that these efforts to secure 
private financing went far beyond statutory requirements. 

Also, we extended our efforts to include loans previously authorized 
which had not been disbursed. With these, the staff of the Corporation 
sat down and worked with the borrowers and their banks in efforts 
to arrange credit from private sources which would take the place of 
Government loans and permit cancellation of the Government’s 
commitments. We were successful in many such instances. 

In addition to reducing expenditures, and minimizing loan disburse- 
ments, we also began a program to plac e RFC loans and investments 
in the hands of private financial institutions. In this, my objective was 
not only to realize funds to aid in balancing the budget, but also to 
strengthen our economy by establishing a healthy financial relation- 
ship between RFC borrowers and their banks. This program was 
instituted immediately and was well under way before passage of the 
RFC Liquidation Act. I considered such a program to be mandatory 
under the dictates of sound management of a government lending 
agency and consistent with the policy expressed by Congress. ‘This 
policy was set out in the report of this committee when considering the 
extension of RFC in 1948: 

As RFC is intended to be merely supplementary to private sources of credit in 
the country, it is clear that RFC should dispose of loans and investments whenever 
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private sources of credit are willing to take them over. If it can sell an investment, 
or if a loan can be refinanced so that RFC can be reimbursed for its principal and 
interest, RFC should make every effort to liquidate its holdings. 

The RFC Liquidation Act, which was approved July 30, 1953, 
provided for termination of the Corporation’s lending authority 
60 days later, or September 28, 1953, and final liquidation in accord- 
ance with the provisions of the RFC Act, as amended. 

There was nothing in the RFC Liquidation Act to change the policy 
we had been following in placing RFC’s loans, commitments, and 
investments in the hands of private financial institutions. We merely 
accelerated our efforts under this policy upon the passage of this act. 

The RFC Liquidation Act did provide for the transfer or continua- 
tion of certain functions previously administered by the Corporation. 

The Small Business Administration was established to carry on the 
small business and disaster loan programs. 

The function of making loans under section 302 of the Defense 
Production Act was transferred by Executive order to the Secretary 
of the Treasury, who also received, under the provisions of the RFC 
Liquidation Act, the civil defense loan program. 

The act also provided for the transfer of the programs for production 
of synthetic rubber, tin, and abaca fiber. The transfer will be made 
to agencies to be named by the President prior to June 30, 1954. Until 
that time, RFC will continue to administer these programs. 

1 would like to comment briefly on the current status of each of 
these production programs. 

The synthetic rubber program which has been carried on under the 
authority of the Rubber Act of 1948 is the largest of the three produc- 
tion programs. The Rubber Producing Facilities Disposal Act of 
1953 provides for the transfer of these facilities to private ownership. 
The Commission established to accomplish this transfer has already 
made an interim report to this committee on the progress of the 
disposal program. 

As you stated, Mr. Chairman, Mr. Eugene Holland is here. I have 
no further comment on this disposal program. If you have any 
questions for Mr. Holland, I would like to step aside just a minute, 
if you like, while we are on that. 

The CuatrMan. Is it the pleasure of the committee to talk about 
the synthetic rubber program at the moment, or later? Are there 
any questions? 

Senator Ronerrson. Why not have the witness finish and then 
take it up? 

The CHarrRMAN. Suppose vou proceed, then. 

Mr. Cravens. The next largest of the production programs is that 
relating to tin. This program has been carried on in RFC under the 
authority of the joint resolution approved June 28, 1947. 

Tin has been of extreme strategic and critical importance, and for 
the past 12 years a Government tin program has been the major source 
of supply for this country. However, the need for Government 
participation no longer exists. The national stockpile has been filled 
and industry has been importing all its needs since April 1, 1953. 

Because of termination of such stockpiling, the world’s tin produc- 
tion greatly exceeds consumption. The smelter production cannot be 
sold on the open market without seriously disrupting prices and 
complicating international relations. Continued operation of the 
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Government tin smelter will result in a substantial drain on the 
Treasury. 

Long-range purchases of concentrates and supplies are inherent in 
a continuing tin-smelter operation; however, in view of the above 
conditions and in line with the President’s budget message that the 
smelter may not be needed after June 30, 1954, the RFC smelter 
operating policy has been tempered to permit closing as of that date. 
With the exception of those deliverable under one contract, which 
should present no great problem, all concentrates now on hand or 
to be received will have been smelted prior to June 30. Personnel 
is being reduced and further reductions will follow the sharp curtail- 
ment of operations after April. Operating supplies are being pur- 
chased in quantities sufficient only until June, and necessary advance 
notice of termination will be given in the near future under utility 
and service contracts. We will be faced with the problems of extensive 
guard service and maintenance unless Congress reaches a decision to 
close the smelter at this session. 

Accordingly, it is suggested that the Congress give immediate 
consideration to closing the tin smelter at Texas City by June 30, 
1954, with further provisions for the disposal of the remaining resi- 
dues and facilities. I personally feel strongly that the justification 
for a Government tin program no longer exists. 

The CuarrMan. I don’t think we ought to get into much of a 
discussion why you feel that way about it. Let me ask you this: 
Isn’t it a fact that that is the only tin smelter in North, South, or 
Central America? 

Mr. Cravens. Yes; but 1 don’t think that changes the situation. 

The CHarrMan. You think it is good business for us to depend 
entirely upon sources other than North, South, or Central America 
for tin? 

Mr. Cravens. Our tin smelter doesn’t change the source of our 
ore. We are free to buy ore anywhere. 

The CHarrMan. Is it a fact that it is the only smelter in North, 
South, or Central America? 

Mr. Cravens. I believe that is right. 

Senator MaysBank. You said that we were not to get into it, but 
I thought that was the program of this meeting. 

The CHarrMan. I didn’t want to get into a long discussion. It is 
the only smelter in North, South, or Central America; is that correct? 

Mr. Cravens. I would say of any size. 


STATEMENT OF WYLIE F. McKINNON, DIRECTOR, OFFICE OF 
TIN AND FIBER, RECONSTRUCTION FINANCE CORPORATION 


Mr. McKinnon. Of any size. There is a little one in Brazil and 

little one in Bolivia; a couple of hundred tons a year is all they 
produce. 

The Cuarrman. For all practical purposes it is the only smelter? 

Mr. McKinnon. Yes. 

The CaHarrMan. Is it a good smelter? 

Mr. McKinnon. Yes. 

The CuarrmMan. Are you recommending the elimination of it 
because it is inefficient and that it would be cheaper and better not 
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to expand it but build a new one, if we do need one, in North, South, 
or Central America? 

Mr. Cravens. Let me answer that. Of course, it is a good smelter. 
But it is entirely too large. We have at least 6 years, and with the 
declining use of tin maybe 10 years, of tin on hand. We can con- 
struct a better smelter in case of another emergency within a year 
or 18 months. In the meantime this smelter has no practical use. 
It cannot be maintained over a long period due to the effect of the 
salt air on the type of equipment that is used. 

Senator Ropertrson. How long can it be maintained? 

Mr. Cravens. It would be 

Senator RospertTson. Suppose we have a war in a year., Could it 
be maintained for a year in the salt air? 

Mr. Cravens. I think it could. It would be expensive. The 
point is, we have so much tin on hand, and we would have ample 
time in the event of war to construct one more efficient and more 
appropriate to our needs. 

The Cuainman. Your recommendation is that it be abandoned 
because it is primarily not a good tin smelter, never was good, and 
isn’t properly constructed 

Mr. Cravens. No; 1 did not say that. 

The CuarrMan. You didn’t say that, but isn’t it a fact? 

Mr. Cravens. No; it is pot a fact. It was built too large. I 
think that is agreed upon by everyone. 

Senator Maypank. It was not agreed when it was built it was 
too large. You couldn’t buy tin for anything. I happen to have 
been here during that time and know something about it. The country 
was suffering from a terrible shortage of tin. Tin cans were unavailable. 
We had to use paper boxes. Salesmen were hanging around wanting 
priorities on tin. It was pretty rough at the time. I am just turning 
my mind back. I don’t think it was too large then. 

Senator Rosperrson. It wasn’t too large when we needed tin. 

The CHarrMan. There is no possibility of selling this plant to 
private industry to continue it as a smelting plant? 

Mr. Cravens. I would think the odds would be greatly against 
that. We have had some slight interest shown by some companies 
for that purpose combined with other purposes. I think the odds 
would be greatly against that; wouldn’t you, Mr. McKinnon? 

Mr. McKinnon. Yes. 

Mr. Cravens. Certainly we should try. 

The CuatrmMan. Where does the tin out of Bolivia go to be smelted? 

Mr. Cravens. The bulk of it is going—— 

The CHarrMAN. We have an expert on tin here. 

Mr. McKinnon. A good amount of the Bolivian production has 
always gone to England. The other half, roughly, has usually come 
to the United States, for the last 12 years. 

The CuarrMan. Please state for the record what smelter it comes 
to. 

Mr. McKinnon. In this country? 

The CHarrMAN. Yes. 

Mr. McKinnon. Our smelter. 

The CHAIRMAN. Please state its location. 

Mr. McKinnon. Texas City. 

The Cuarrman. How long has it been in existence. 
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Mr. McKinnon. It produced its first tin in 1942. 

The CuatrMaN. Prior to 1942 where did the Bolivian tin go? 

Mr. McKrynon. All the high grade went to Williams Harvey in 
England and Arnhem in Holland. The low grades went to Capper 
Pass in England and Berzelius in Germany. 

The Cuarrman. We as a Nation are dependent entirely upon for- 
eign nations for our tin? 

Mr. McKinnon. Yes. 

The CuarrmMan, If we dispose of this plant we will depend 100 
percent upon foreign nations to smelt our tin for us; is that correct? 

Mr. McKinnon. Yes. 

The CrarmmMan. You think that is a wise procedure’ 

Mr. McKinnon. I think from our standpoint, sir, we would have 
to recommend it be closed. 

The CuarrmMan. You are recommending that it ought to be closed 
because it is not an efficient smelter? 

Mr. McKinnon. No,sir. I think it ts an efficient smelter 

The Cuareman. It is a wonderful, efficient smelter? 

Mr. McKinnon. Yes. 

The Cuarrman. Could private industry buy 1 
on it? 

Mr. McKinnon. No, sir 

The CuarrmMan. Then why do you say it is an efficient smelter? 

Mr. McKinnon. The average wage cost in England is 46 cents. 
Ours is $2.15. Nobody could compete with that, sir. 

The CuHatrMan. Disregarding that, and certainly your statement 
makes sense, do you feel that we as a Nation, by far the largest 
consumer of tin, who use lots of it as you know—-in every direction 
you look you find tin-—-ought to be dependent on foreign nations for 
our smelting and our supply? 

Mr. McKinnon. I think as far as the RFC is concerned we could 
only sav we cannot make the security determination. The Office of 
Defense Mobilization is charged with that. 

The CuairmMan. I am going on the basis of the statement that Mr 
Cravens made. 

Mr. McKinnon. They have assured us they have no longer a secu- 
rity need for tin. 

Mr. Cravens. I made that statement, Mr. Chairman, after all the 
determinations of those responsible for our national security 

The CuatrmMan. I was told yesterday by a reliable source that this 
was a very inefficient smelter. That it wasn’t properly constructed, 
that it possibly ought to be disbanded. That if we needed to have a 
smelter in the United States a new one ought to be built. You are 
saying that isn’t a true statement, what this gentleman told me 
yesterday? 

Mr. Cravens. I won’t put it that way, Mr. Chairman. I will say, 
and I am trying to fix together all of these opinions that you have heard 
and I have heard and what Mr. McKinnon has stated, that I think 
if you could have a large enough production, 36,000, 40,000, 45,000, 
46,000 tons, which gets it into tremendous proportion, that it does a 
reasonably good job or a good job. Of course, you can build a smelter 
more efficient today than at that time. 

Senator Rosertson. If we got into war and were cut off from our 
supply of tin from the Orient and Europe, how long would our stock- 
pile last? 


and make money 
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Mr. Cravens. Six to ten years, and we can build another smelter 
and take in Bolivian ores in a year to 18 months. 

Senator Ropertson. Why was it we ran out of tin so soon in World 
War II? 

Mr. Cravens. Because we didn’t have that kind of stockpile. 

Senator Maysank. This smelter has made it possible to have a 
stockpile sufficient for 6 to 10 years? 

Mr. Cravens. Yes, sir. 

Senator Maynank. I happen to have been on the committee at the 
time the smelter was built. Senator Wagner was chairman. We 
went into all of this. I want to keep the record straight. It was the 
best we could do under the circumstances. 

Mr. Cravens. You are right, Senator Maybank. 

Senator MayBank. I can see the people coming in here now. There 
wasn’t a tomato can. That was one complaint. There were no beer 
cans. It may have been built a little too large when you look back on 
it, but at the time we were trying to prepare “the country. You think 
we did a good job? 

Mr. Cravens. Yes, sir. From an assistance standpoint in time of 
war, when it was essential, there is no argument about that. 

Senator MayBaNnk. Submarines were all over the Atlantic Ocean. 
They sunk 220 ships between Cape Hatteras and Florida, and we had 
to build and run this smelter to protect us. We did the best we could. 

If IL recall correctly, and I hope you will correct me, there were very 
few people in this country who knew anything about tin. 

Mr. McKinnon. That is right. 

Senator Maysank. There was one chap, as I recall, who was killed 
in a plane wreck. He was going to South America to learn about tin. 
We were upset about that. 

Mr. McKinnon. That is right. 

Senator Mayspank. We only had one man. It was a terrible thing. 

Mr. McKinnon. He was a Dutchman. 

Senator MAyBANK. But he was for us. We had him in here in 1941 
and 1942. Iam gled to know that we have a 10 years’ supply now. 

It may have been built a little too large 12 years ago. But as I was 
telling Senator Fulbright just a minute or two ago, maybe we are 
building some of these atomic plants too large and won’t have to use 
them. 

Senator Futsricutr. On what basis of consumption do you estimate 
the 10 years of supply? 

Mr. Cravens. Say we have a good 6 years’ supply. The way tin 
is declining now, with the use of the new electrolytic process for tin- 
plate, there will be a decline. Tinplate uses about 50 percent of our 
domestic tin consumption. J have had the opportunity of seeing some 
of the projections of some of the steel companies on tinplate. They 
are very disappointing. It just looks like tin is going down and down 
and down in usage in the United States. 

Senator Maysanxk. What is taking its place, plastics? 

Mr. Cravens. Substitutes, and also the more efficient use of tin. 

Senator MaysBank. Plastics have cut into it? 

Mr. Cravens. Substitutes have. 

Senator FuLtsricut. You think if tomorrow Indochina and Malaya 
fell into the hands of the Communists your decision would still stand? 

Mr. Cravens. Well, that would mean war, I assume. 
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Senator Futsricut. I don’t know whether it would or not. It 
means we wouldn’t get any tin. We know that; don’t you think? 

Mr. Cravens. That is a matter in which I would be guided entirely 
by those who are responsible for national security and what they told 
us. ‘Today they tell us they have an ample supply of tin, that they 
don’t need the smelter, and that if they get in trouble again they will 
build another one. 

Senator Futsricut. Then the answer would be yes, wouldn’t it, 
according to your best information? Even though the free world lost 
Indochina and Malaya, you still say this is the right decision? 

Mr. Cravens. That is something that deals with the national 
security and something that I am not capable of commenting on. 

Senator Futsricgut. What I meant is that I thought you were 
stating that those who do have that responsibility have assured you 
that is the answer. 

Mr. Cravens. That is exactly right. If there was a wide expansion 
of communism and those sources of supply were cut off, I assume those 
responsible for our national security determinations would take another 
look at it and tell us again what to do. 

Senator Fu.tsrieut. As of now, the way you interpret their opinion, 
it is that you still should close it even though you did lose Indochina 
and Malaya? 

Mr. Cravens. That I cannot say. I am only acting on what they 
have said, and they are acting on conditions as they exist today. [ 
would not want in any way to try to predetermine what their de- 
termination would be with a new set of circumstances. 

Senator Payne. Mr. Cravens, if I may ask, do you feel that the 
fact that we have had a tin smelter operating in the Western Hemi- 
phere has had a stabilizing effect on the price of tin to American in- 
dustry? 

Do you feel from what what you have been able to discover, and 
those around you, that the very fact that we had a smelter available 
here and in operation may have perhaps stabilized the price, and that 
this situation might change completely if we no longer had a smelter? 

Mr. Cravens. No. The tin smelter doesn’t control the quantity 
or the supply of tin. 

Senator MayBank. It did during the war. 

Mr. Cravens. We have built up an artificial demand for tin 
through our stockpiling operations. That is what has built world 
production over consumption. Whether you have a smelter or don’t 
have a smelter, you still have X amount of supply of tin coming into 
the market. We have not supplied industry in this country 1 pound 
of tin since last April. They have been buying it on the open market. 
Whether we have a tin smelter or not will not control whether we 
get clamped beiween some cartel of foreign producers. The very 
fact that we have an ove rsupply that we can sell on the market if we 
need to is the best stabilizer of prices that I know of. 

Senator Payne. What is going to be done with the 8,000 tons of 
tin concentrates that are coming in from Indonesia as a result of a 
contract already entered into, deliveries under which will continue 
up through March 1955? 

Mr. Cravens. We have a total of 20,000 tons of tin content 
coming in from Indonesia, 12,000 in metal and 8,000 in concentrates. 
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Technically, that will go in the stockpile but it will be under the 
direction of the President. He can sell that, plus another 40,000 tons. 
He does not intend to, but it is there ave ailable if we should need to 
sell it. 

Senator Lenman. If instead of dismantling this plant it was decided 
merely to shut it down and keep it as a standby plant, what would 
be involved as far as expense is concerned? 

Mr. Cravens. I have been advised that that is almost impossible 
to do. I would like Mr. McKinnon to answer that. He is an expert 
on that. 

Senator MaysBank. Before you answer that, if the Senator will 
yield, this tin smelter certainly has provided an opportunity to make 
some good tin experts out of Americans; has it not? 

Mr. McKinnon. Yes, sir. 

Senator Maynanx. As you said, we had nobody who knew any- 
thing about tin and we depended on England. We had the Dutchman 
who was killed in the plane wreck who was going to run the plant 
when we got it started. But now we have some experts who have 
know-how to run it. 

Mr. McKinnon. The tin personnel is 100 percent American. 

Senator Mayspank. And they know what they are doing? 

Nir. McKinnon. Yes, and they are 100 percent American except 2, 
and 1 of those has become a naturalized citizen. 

The matter of putting the plant in standby comes down to this: It 
is a big, rambling steel-constructe d building that will corrode rapidly. 
It has furnaces that operate at 2,700 to 3,000 degrees. As soon as 
they cool off they will disintegr ate quickly. The only way you can 
maintain that is to maintain a very extensive crew to keep it going 
constantly. The plant has been in operation continuously, with the 
exception of 1 strike of 24% months. When we tried to start up our 
motors after that, they wouldn’t turn over. They had to be baked 
out because of the moist, warm atmosphere that we are in down 
there. 

I do not believe it would be practical to put it in standby for the 
cost of it in 2 or 3 years would be as much as it would take to rebuild 
the part that you could save. 

Senator Futsricut. Is this smelter entailing a net loss to the 
Government in your operations for the last year? 

Mr. McKinnon. For the last year? 

Senator Futsricut. The present capacity that is running, is it 
causing a net loss to the Government? 

Mr. Cravens. May I answer that, Mr. McKinnon? We have been 
supplying tin into the national stockpile, with substantial margins 
for smelting. As a result, our only loss is what we would call a non- 
cash loss, because it is a loss that is entailed in what would normally 
be an interest charge on the money plus depreciation. That is an 

artificial situation, because we are buying our concentrates with a 
wide margin for smelting costs and then turning them into the stock- 
pile at that price. 

Senator Futpricur. At what price do you turn them into the stock- 
pile? 

Mr. Cravens. We have been turning them in at our original cost. 
Prior to ovr Bolivian contract it was $1. 21, 

Sear to skiGHT. The market price is 95 cents. 
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Mr. Cravens. The last contract ran around 80 cents. 

Senator Futspricutr. Are your supplies now under contract sufficient 
to keep the smelter in operation through June 1954? 

Mr. Cravens. Through April and May and then down to 1 or 2 
furnaces in June. 

Senator Futpricur. How do you reconcile that with the present 
requirements of the law that it be in operation through June 1956? 

Mr. Cravens. We can’t operate without concentrates. 

Senator Futpricur. As I understand, the present law requires you 
to operate through June 1956, does it not? 

Mr. Cravens. That is correct. 

Senator Futsricur. You have voluntarily refused to supply your- 
selves with concentrates, haven’t you? 

Mr. Cravens. Well, we have to have some place to buy them. 
The Tin Act didn’t provide for the RFC to keep buying tin, millions 
and millions of dollars worth of it, and holding it. We have to have 
some place to put it. 

Senator Futspricutr. I am asking how you reconcile it. 

Mr. Cravens. Senator, that is the reason I am putting this before 
Congress, because I am having a hard time reconciling it. 
Senator Futsricur. Soaml. I was wondering how you reconciled 
it. 

The CHAIRMAN. You are going to ask Congress to make the 
decision? 

Mr. Cravens. That is right. 

The CuarrmMan. Then I suppose there may be a jurisdictional 
fight as to whether we handle it or the Armed Services Committee 
handles it. 

Senator Maypnank. I don’t think so. We have always handled tin 
and rubber. Only once—Senator Bricker will agree with me; he was 
the chairman of the Rubber and Tin Subcommittee of this committee 
at the time—did we give that to the Armed Services with a distinct 
understanding that the only action they would take would be a straight 
extension? We need not have done it. We did it only after a con- 
ference between Senator Bricker and myself. I think the jurisdiction 
has been here. The Senator is here. He will recall the conversation 
we had on the floor that day to allow this to be done. It was under- 
stood distinctly that it was only for that one time. Am I right or not, 
Senator Bricker? 

Senator Bricker. Yes. 

The Cuarrman. If tin is no longer needed for strategic purposes, 
there is no question but that the proposed legislation comes to this 
committee. 

Senator Busu. What is the approximate cost value of the stockpile 
to the Government? 

The CuHarrMan. Is that classified? 

Mr. McKinnon. We don’t handle the stockpile. 

Senator Busy. Can’t you answer that question? I am told it is 
supposed to be secret. 

Mr. McKinnon. It is in another agency. 

Mr. Cravens. The amount of the stockpile is secret. If we 
worked it out somewhere near the dollar total, you could reduce it 
back to the tonnage amount. 





12 PROGRESS REPORT ON RFC LIQUIDATION 


Senator Busu. Without trying to violate secrecy, you say you 
have 6 to 8 years’ supply—what was that statement exactly? 

Mr. Cravens. I say we certainly have conservatively 6 years, 
and with the reduced consumption of tin from year to year in this 
country it could quite possibly be 10 years. 

Senator Futsricur. Is that strategic, civilian, or everything? 

Mr. Cravens. That is the consumption of tin by this country. 

Senator Leuman. Is that based on consumption during the war 
years? 

Mr. Cravens. That is based on the existing and future consump- 
tion. I think actually tin consumption in war years was less. 

Mr. McKinnon. Yes. It was because it was under controls. 

Senator Fuutsricut. Is it based on the New Look too? 

Mr. Cravens. I don’t know about that. 

The CHarrMAN. In all fairness to Mr. Cravens, he does not handle 
stockpiles. He does not set the quotas. He doesn’t have anything 
to do with it at all except to operate this tin smelter, and then do 
exactly what they who control the stockpile tell him to do. 

Mr. Cravens. That is right. 

The Cuarrman. You do know something about the tin smelter? 

Mr. Cravens. Yes, sir. 

The CuarrMAN. You say it is a good plant? 

Mr. McKinnon. Yes, sir. 

Senator Futsricur. Have you offered it to the Bolivians at a 
reasonable price? 

Mr. Cravens. We haven’t. 

Senator FuLtsrientr. Was there any objection to offering it to them? 

Mr. Cravens. We haven’t offered it to anyone, sir, because the 
Congress hasn’t told us we can sell it. 

Senator Futpricut. What is your advice about it? Do you see 
any objection to asking the Bolivians to buy it? 

Mr. Cravens. I see no objection to that. 

Senator FuLtsriegur. Do you recommend that we authorize you 
to do that? 

Mr. Cravens. I say that if the Congress authorized us to dispose 
of it we would contact everybody known to man to get rid of it. 
We do thit with every asset. 

Senator Maypank. I don’t know what the Senator has in mind. 
As the chairman said, it is the only plant in the Western Hemisphere 
of any consequence. 

Senator Futsricur. It seems to me that if there is any way it 
can be kept operating it ought to be kept operating. I don’t like to 
see it close down because we don’t know what will happen in South- 
east Asia and the rest of the world. 

Mr. Cravens. I would like Mr. McKinnon’s comment on that. 
I doubt if there is any way that the Bolivians could acquire it or 
operate it. 

Senator Futsricut. If it was sold cheap enough wouldn’t they 
buy it? 

Mr. McKinnon. They might. I don’t think it is possible to 
dismantle it and ship it to Bolivia. They might try it up here if it was 
sold cheap enough. They cannot make good tin out of the Bolivian 
ore alone. They would have to get into a larger thing. I don’t think 
that will ever work, sir. I can give you no definite reason. 
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Senator Futsrieur. You don’t think the English would buy it? 
The cartel wouldn’t buy it? 

Mr. McKinnon. The English will look at it. The managing 
director of the Consolidated Smelters is in this country right now. 
I saw him yesterday. They will look at it whenever it is up 
for disposal. My own judgment is it will be a case of watching to see 
what their competitors might make of it rather than an honest interest 
to acquire it. There has been more smelting in the past year in this 
world than is needed. I wouldn’t want to state why anybody would 
want to step into this high-priced area to buy another one. 

Senator Ropertson. Since I can’t be here for the whole e xplanation, 
I want to ask permission to ask Mr. Cravens one or two questions 
about several of the most troublesome loans we have investigated 
here. Lustronisone. We have disposed of that. We took a big loss. 

Mr. Cravens. Yes. 

Senator Rosertrson. Then we had investigations of the Henry 
Kaiser loan. What is the status of that? 

Mr. Cravens. We have almost liquidated that loan. Right at 
the moment we have reduced the loan. When I came into the RFC 
that loan was thirty-three-million-odd dollars. At the present 
time that loan stands at $5,900,000. That will be liquidated slowly 
out over the next 12 months. In a year from now there should be 
no indebtedness left to the RFC on that loan. 

Senator ROBERTSON, What about the substantial loan to the 
Rey ~— Metals Corp.? 

Mr. Cravens. The bonds that we held from Reynolds have been 
sold. 

Senator Rosertson. At how much loss? 

Mr. Cravens. About 5 points. That will be about $1 million. 

Senator Futsrieut. Why did you have to take a loss? I noticed 
yesterday they made $10 a share on their stock. 

Senator Ropertson. That is what I was going to ask. It is one of 
the finest aluminum manufacturers in the Nation. It is the second 
largest in the Nation. 

Mr. Cravens. I am glad you raised that question about Reynolds. 
That is 1 of 2 marketable securites of business enterprises, one of the 
few that we have had and disposed of. We held $21 million worth 
of 4 percent first mortgage bonds. This company had a total indebted- 
ness last fall, at the time we were trying to dispose of these bonds, 
of almost $280 million. 

Its first mortgage 4s were put out in the amount of $85 million in 
1951. They came along in 1952 and needed some $76 million more, 
of which $45,750,000 were first mortgage 5s, due January 1, 1968, and 
$31 million 5 percent notes due on the same date. 

The only way they could market those notes in 1952 was to get the 
GSA to guarantee that issue 100 percent oe construction and 70 
percent thereafter. So the Government had a 70-percent guaranty 
on a 5-percent issue. I come along and sive $21 million of their 
bonds, and I am trying to sell them to investors. Frankly, we figured 
on a 5 percent discount. That would produce a vield of about 4.75. 
Actually, late in the year we finally developed a deal on that and then 
it fell through. 
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The investors would not take it on anything less than a 5-percent 
yield. On that basis, the company raised its interest rate one-quarter 
of 1 percent to match the investors’ demands. I would say we were 
very lucky to get out of those bonds. 

As | will comment later on our procedure of selling marketable 
securities, I can say that we beat the market in this deal. The 
company itself came up to meet what was then the market price. 
It was no easy job getting investors to take that $21 million, particu- 
larly after the Government has guaranteed 70 percent of the last issue. 

Senator Roserrson. You were lucky on Kaiser and on Reynolds. 
How lucky have you been on B. & O.? 

Mr. Cravens. | haven’t gotten anywhere, sir, on B. & O. 

Senator Ropertson. The highest price you got was 15 percent 
below par? 

Mr. Cravens. That is right. 

Senator Ropertson. Those bonds have 11 years to run? 

Mr. Cravens. That is right. 

Senator Ropertson. What are you going to do about it? It is a 
big railroad. 

Mr. Cravens. | have quite a little comment on the B. & O. in the 
text of my report. 

Senator Ropertson. They owe you $65 million? 

Mr. Cravens. Yes. The only thing we can do with the B. & O. 
securities is to continue to wor k with “the company to see if we can 
get them to voluntarily exchange the issue for a new issue which would 
be more marketable. 

Senator Roperrson. You have no mortgage? 

Mr. Craven. No. They are collateral trust bonds. We have all 
kinds of collateral. We have $102 million of their refunding and 
general mortgage bonds in that collateral trust. The amount of the 
security that we have on the $65 million is maybe 300 percent, 3 to 1. 

Senator Busu. On a market basis? 

Mr. Cravens. No, about 2% to 1. 

Senator Rosertson. When Senator Tobey spent 2 months or more 
investigating that loan it developed that that loan was personally 
handled by Jesse Jones. Don’t you think in view of the fact that he 
personally handled that—isn’t that a fact? Isn’t it your recollection 
that he personally handled that loan? 

Mr. Cravens. It is my recollection that he had a good deal to do 
with it, Senator Robertson. 

Senator Rospertson. As I recall the testimony, he personally 
approved it. Isn’t that the most unsatisfactory asset that you have 
now to liquidate? 

Mr. Cravens. It is the most difficult one we have, sir. 

Senator Ropgerrson. It is one of the biggest, isn’t it? 

Mr. Cravens. It is the third largest. 

Senator Ropertson. It has 11 years to run? 

Mr. Cravens. That is right. 

Senator Ropertson. When you tried to put those bonds on the 
market they wouldn’t offer you more than 85 cents on the dollar. 

Senator Busu. Mr. Cravens, can you tell me what the due date is 
and the coupon? 

Mr. Cravens. Four percent. The sinking fund on these bonds is 
only $413,000 annually. So you can see what kind of payments you 
have in 1965. 
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The CHarrMan. They are up to date on their interest payments, 
are they not? 

Mr. Cravens. Yes. 

The CHatrRMan. And the B. & O. is making money? 

Mr. Cravens. They did last year 

The CHarrRMAN. You have 2% times collateral value beyond 

Mr. Cravens. 2% times. 

The CHarRMAN. Beyond your loan. What are you worrying about? 

Senator Ropertson. The balloon. How big is the balloon? What 
will that payment amount to? 

Senator Futsrieur. About $45 million. 

Mr. Cravens. We have no way of estimating the balloon because 
they have the privilege of coming in at any time and taking out 
collateral. 

Senator Ropertson. You can estimate on what they are doing now. 

Mr. Cravens. If they paid only $400,000 a vear, of course, you 
would 

Senator Payne. You would have a $60 million balloon? 

Mr. Cravens. Yes. 

Senator RoBertTsoNn. It is no mortgage on property? 

Mr. Cravens. No. 

Senator Ropertson. Do you know what these collateral securities 
are going to be worth 11 years from now? 

Mr. Cravens. Senator, [ don’t happen to take such a dim view of 
collateral trust securities as the investors. But I must say that the 
railroad investors shy away from any collateral trust bonds. 

The CHarRMAN. In any event, you are doing your best to work out 
a situation that arose years ago? 

Mr. Cravens. I work every month 

Senator Ropertson. We can refer this problem to our chief invest- 
ment expert, Senator Bush. 

Senator Busu. I thank the Senator for that, but I am not looking 
for that problem. 

Senator Frear. In your opinion, do you think that the RFC will 
realize any loss on this if it goes on to the date of termination? 

Mr. CRAvENs. No. 

Senator Frear. And that you will have received 4 percent interest 
on the money during that time? 

Mr. Cravens. Yes. 

Senator Futsricnur. Mr. Chairman, let me ask this: What is the 
reason you feel it necessary to take a loss of $10 million on this if that 
is true? If it is 4 percent, why does not the Government hold the 
loan if they are unable to dispose of 

Mr. Cravens. I do not deem it desirable for the Government to 
take a $10 million loss. I did not sell them. I will come to that later 
in my statement. In this case, | have just answered the question, 
that I think we will get our money in 1965, and I don’t deem it prudent 
for the Government to take any unusual loss in the sale of these 
securities. I do not intend to take an unusual loss. 

Senator FuLsricur. That is what 1 wanted vou to say. The impli- 
cation left by these questions is that it is a bad situation and the 
Government is going to take a loss. There is no real necessity for 
you to take a loss on this. You feel it is adequately secured? 
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Mr. Cravens. It is a bad situation to have $65 million of the 
Government’s money in any railroad, but I don’t think we will take 
a loss. 

WSenator Futsricur. I will agree with that. You needn’t take a 
loss on the capital invested, is that correct? 

Mr. Cravens. I don’t believe so in this case. As I view it, in an 
ordinary corporate business security it is a real speculative risk, ' where 
you have securities due in 15 or 20 years. I think in this particular 
situation, because the next maturity of the B. & O.’s falls 10 years 
later, 1 think that we are reasonably safe in getting our money in 
1965 because it will be refunded. For that reason I think it narrows 
down the amount of loss that I would take to get the Government 
out of this issue. 

Senator Futpricutr. Some of the collateral happens to be good 
collateral. Western Maryland has an excellent record, and Reading, 
too. 

Mr. Cravens. Collateral trust securities, in case of real trouble, 
diminish pretty rapidly. I think it has nniteable good collateral. 
As I said, $102 million of this collateral are its own securities selling 
at 77 on the market. 

Senator Futsrieut. That being so, you see no reason to take a 


loss. Why do vou think it was necessary to take a loss on the 
Reynolds securities? I was greatly impressed by the srolitabia oper- 
ations of that company. They seem to be progressing very satis- 


factorily. Why wasn’t the Government justified in holding those 
securities to maturity, since you can borrow money at 3 percent and 
you have all kinds of large trust funds in which you put Government 
securities, if that was a good loan, which it certainly looks to me it is, 
rather than taking a substantial loss? 

Mr. Cravens. In the first place, that is a corporate security. I 
mentioned to you that it has a capital structure of a little over $107 
million with a debt of $279 million. I say, too, that that is using 
Government funds to spec ulate. 

Senator Futsriert. But the Government is already in this on the 
guaranties that you mentioned, for reasons entirely apart from the 
RFC. They were put in there for strategic reasons. We guaranteed, 
as you just pointed out, very large amounts for only one reason. 
That is, to give this country an independent domestic supply of 
aluminum. That was a policy which as far as I know the present 
administration has not repudiated. That grows out of our necessity 
for airplanes. In fact, that is consistent with the so-called New Look, 
the emphasis upon airpower. 

You are not avoiding or getting away from responsibility on the 
part of the Government. I see no excuse for taking that large loss 
when the Government is involved for a long period in other parts 
of that same company’s financing. 

The Cuarrman. Whom did you sell them to? 

Mr. Cravens. They went to a Jarge group of investment- 

Senator Futsricut. Who? 

Mr. Cravens. They went to a large group of institutional investors. 

The Cuarrman. Do they buy for the purpose of reselling? 

Mr. Cravens. No, they bought for their own account. I wou!'d 
like to express my views on all types of marketable securities. 
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Senator Leaman. May I ask one question first? Am I correct 
in assuming that the B. & O. is not in default in its imterest or 
amortization? 

Mr. Cravens. That is correct 

Senator Leaman. You would have no present recourse to the 
collateral? 

Mr. Cravens. No. The only thing I can do with B. & O. is just 
to sit down around the table and try to be persuasive with their 
officials to try to do something about it. 

Senator Futsprieutr. Or the Government can hold it? 

Mr. Cravens. Yes. I would like you to turn to page 34 of the 
report you have. I should like to read this into the record at this time. 

Senator Frear. It is also true that if you persuaded the B. & O. to 
give up some of its reserve now in reducing its debt you would feel 
a little better about it? 

Mr. Cravens. Yes, sir. 

Senator Frear. The only reason for that, however, is that you feel 
a $65 million investment in any railroad is not a good business policy? 

Mr. Cravens. That plus the fact that they have made $120 million 
worth of profits in the last 5 or 6 years and that they have given the 
Government very little of that profit. They have retired other se- 
curities on the market but have not retired the Government’s. 

Senator Frear. If you were the business operator of the B. & O. 
Railroad, wouldn’t you consider that you had a pretty good bank 
financing you in this Government loan? Would you attempt to get 
out of it too easily when you had a deal to repay only $400,000 a year? 

Mr. Cravens. Senator Frear, I think if I managed the B. & O. 
I would admit and show at least some gratitude to the Government 
for saving my railroad. 

Senator Frear. You would pay them a little more? 

Mr. Cravens. Yes, and every other railroad has. 

Senator Futsrient. | certainly agree with that sentiment. I think 
they have treated the Government in a very shabby manner. I am 
not disputing that at all. I was very disappointed in the conduct of 
this great free enterprise organization when we had the hearings before. 
T think they ought to do something about it. But that isn’t the ques- 
tion we are concerned with. I still don’t think in spite of their very 
selfish conduct that we ought to take a loss. I think you should 
bring all the pressure you can bring on them, plus public criticism. 
| am willing to participate in that criticism. I don’t want us to take 
any loss on it either. 

Senator Busu. I suggest we let the gentleman give us this summary 
of liquidation policy, because with this policy in mind we could ques- 
tion him more closely on this. I think we ought to find what the 
major policy is that he is operating on. 

Mr. Cravens. I am skipping almost to the end. It is on page 34. 
I would like to read it. 

I would like to spell out again the general features of the policies 
under which RFC is being liquidated. Our first aim is to secure the 
highest possible return to the Government. All loans, as differentiated 
from securities or other assets, are being and will be disposed of only 
at face value. Face value means just that, not 1 cent discount. 

If disposal cannot be made on this basis, arrangements will be made 
to have all such loans, except problem loans, serviced under Govern- 
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ment supervision by private financial institutions, until they are self- 
liquidating or satisfactory disposal can be effected. 

In all of our efforts to dispose of loans we will continue to cooperate 
with the borrowers and place them with financial institutions best 
suited to serve their needs. 

All securities and assets, other than loans, for which a market exists 
have been and will be sold on the basis of the market price. Factors 
influencing the money markets are not controllable by RFC and ob- 
viously we cannot control the prices available to us. Guessing the 
market is admittedly difficult and “Monday morning quarterbacking”’ 
will always reveal errors in judgment. Nevertheless, in each and every 
sale which has been made, it has, in my considered judgment, been 
in the best interests of the Government. 

The controlling factors have been (1) did the market price available 
reflect the value of the securities; (2) did the discount involved, if any, 
bear a proper relationship to the cost of Government funds and the 
speculative risk of holding the issue to maturity. In other words, 
could we afford to sell? It is my opinion that no marketable security, 
once acquired by the Government, should be held when the market 
affords reasonable disposal, and the taxpayer’s money should never 
have been used to speculate in securities in that manner. 

Throughout all of our liquidation efforts there have been no secret 
or underhand arrangements. I[ mention the booklet containing full 
disclosure of our assets, which we distributed all over the Nation. 
All negotiations and offerings have been and will be made in the clear 
light of day. Published announcements and advertisements of all 
offerings have been and will be made in all cases where the potential 
returns justify the expense. 

I think that summarizes pretty much our liquidation policy. 

Senator Busn. Are you under any pressure of time in connection 
with the liquidation? 

Mr. Cravens. No, except that the statute says, ‘“Expeditiously.”’ 
Time is not an element in this matter, but it is whether the Govern- 
ment speculates with the ta: payer’s money. I say it should not. 

Go back in the history of the RFC. When those 44%— 

Senator Busa. Which are those? 

Mr. Cravens. And now they are selling in the low 70’s. 

Senator Buss. Which ones? 

Mr. Cravens. The 4%, due in 2015. 

Senator Busn. What issues? 

Mr. Cravens. Those due in 2015 of Erie. They are selling in the 
low 70’s and went down into the high 60’s and the RFC kept them 
because they couldn’t get one more point. They sold as high as 103. 
I say they could have sold those at any time for a reasonable amount. 
The B. & O. bonds could have been sold for par in 1946, and yet we 
kept them and speculated with the Government’s money. I say that 
is wrong. 

Senator Busa. When were these Reynolds’ bonds sold? 

Mr. Cravens. Well, I didn’t hit the money market quite right on 
that. 

Senator Buss. Approximately? 

Mr. Cravens. In late fall, the latter part of last vear. 

Senator Buss. They were sold after a very substantial recovery in 
the bond market, were they not? 
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Mr. Cravens. The recovery in the bond market came a little faster 
after January 1. 

Senator Busu. I still ask you the question, if they weren’t sold 
after very substantial recovery in the bond market? 

Mr. Cravens. That is correct. 

Senator Payne. Were the sales made, or do you contemplate the 
sales to be made will be put out to open bid to everybody, reserving 
the right to accept or reject any bids received, rather than by straight 
negotiation? 

Mr. Cravens. Wherever that looks like the best method. How- 
ever, if you would like to go into that, I would like to go back and 
show you how disappointing our results have been. 

Senator Payne. In other words, you have endeavored to see what 
could be done through that medium? 

Mr. Cravens. Yes. We have used that medium. Would you like 
to touch on that at this minute? 

Senator Payne. I think it might be of interest to show what has 
been done on that. 

Mr. Cravens. If you will turn to page 17 of the report, I will com- 
ment on the public agencies section. 

Senator Futsprieut. I have 1 or 2 questions on the B. & O., if we 
are not coming back to it. I didn’t know about this opportunity to 
sell at par. What evidence do you have? Did the RFC receive an 
offer? 

Mr. Cravens. I say that and say it advisedlvy. Their refunding 
and general mortgage bonds are selling for 77 today and were selling 
at 98% then. Most of their securities were selling above par then. 
If vou compare this security and the other securities of the B. & O., 
and other securities across the board in 1946, it is my considered 
judgment they could have been sold at par in 1946. 

Senator Futrricut. You don’t know that they had an offer for 
them? That is your analysis? 

Mr. Cravens. I don’t know that they had an offer or even looked 
for an offer. But 1 am saying that they could have been sold. 

Senator Futsriecut. You also know this committee was attempting 
to set aside and revise that agreement? 

Mr. Cravens. | certainly do. 

Senator Futsrieur. With which I was in sympathy. They were 
unsuccessful because of a court action. You know that? 

Mr. Cravens. I do. 

Senator Futsrieut. | wanted that clear. I don’t know what the 
reason was. I personally think it should have been sold if it could 
have been sold at par. I don’t know that it could have been. 

Mr. Cravens. I don’t know. Let’s put it this way. All of the 
securities of the B. & O. then were selling at high prices. 

Senator MAayBANkK. There was confusion on this issue. Senator 
Tobey was chairman of this committee. I was on the subcommittee 
with him. For weeks the B. & O. was on the front pages of the 
papers. Some of the B. & O. people told me at the time it wasn’t doing 
the company any good. I think the testimony will show that. We 
sat here for weeks, as I recall. I don’t know whether you were on the 
subcommittee or not, Mr. Chairman. 

The CHaArrMAN. Yes. 
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Senator Maypank. All these charges were brought out. There 
was a big row between the lawyers in attempting to undo what the 
court had done in Baltimore. Am I wrong on that? 

Senator Futsriecutr. That is right. 

Senator Maysank. With all the conflicting testimony offered in 
court, and attempts to go beyond the court, it didn’t do the stocks 
and bonds any good at the time. 

Senator Futsricur. Just one other thing on Reynolds. I don’t 
see why you felt compelled to take that loss. Why didn’t you ap- 
proach it the same way you approach this? 

Mr. Cravens. I do not intend to put in this record my own analysis 
of the Reynolds Metals Co., because that might not be the fair thing 
to do in a public record. I will call your attention to the two sig- 
nificant differences here. In the case of the B. & O. because they have 
no maturity following our maturity in 1965 until 1975, and because of 
the amount of the collateral we have, I feel we will have a reasonably— 
a darned good chance of getting our money 100 cents on the dollar 
in 1965. 

I say to you that in the case of a private corporation which is not 
a utility, that has debt three times its worth, and has these maturities 
coming up, I say to you when I beat the market and come within 5 
points that that is a better job to do with the taxpayer’s money than 
for us to stand there and take a chance on the ultimate payment of 
that $21 million. 

Senator FuLprieutr. You took due consideration of the fact that 
the Government had a very special relationship to this company. 
That it had guaranteed very large amounts to which you refer, and 
that one of the principal clients, purchasers of the material w hich is 
produced by this company, is the Government; all of that you took 
into consideration? 

Mr. Cravens. Yes, I did. It was my considered judgment, it is 
still my considered judgment and it will be my considered judgment 
that the sale was in the best interests of the Government. 

Senator Futspricur. Who bought these? 

Mr. Cravens. Institutional investors. Scores of them. 

Senator FuLtsricut. Were there any commissions involved in the 
sale? 

Mr. Cravens. We put the thing over with a half point spread, 
which is far below the ordinary payment. 

Senator Futpricur. How much would that amount to? 

Mr. Cravens. It would be about $100,000. 

Senator FuLsrieur. Who received the fees from the sale of these 
securities? 

Mr. Cravens. The work was headed up by, I believe, Dillon, 
Read. We couldn’t get anybody to wear out the shoe leather on this 
issue. It was only because of Dillon, Read that it came about. 
They have done a great deal of work in other Reynolds financing. 

Senator FuLsricutr. Were you surprised at the earnings of the 
Reynolds Metals last year? 

Mr. Cravens. No. 

Senator FuLprienr. You were not? 

Mr. Cravens. It does not impress me on the long term outlook. 

Senator Busu. I would like to say for the record that I think the 
Administrator has used very good judgment in this situation. It is a 
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question of judgment. He can’t rely on anything but judgment in 
connection with that kind of operation. 

On the general policy which he stated, which is governing the 
operations, I would like to say that I think that was a good sale, that 
I hope he will continue to use that kind of judgment if the opportunities 
come along. 

Mr. Cravens. Thank you, Senator. 

Senator Futsrient. Mr. Chairman, if we are making statements 
like that, I would say I don’t think it was. This whole operation 
wasn’t begun as an investment banker’s operation at all. We took 
on obligations for reasons quite aside from pure business. 

This loan was justified in the beginning not purely on a business 
basis but for a national defense 

Senator Busu. But it was accomplished——— 

Senator FuLsrieut. This is the Government’s money involved. 


The Government borrows money, as we all know, at somewhere around 
2% or 3 percent. Unless you think this loan is bad, I see no excuse 
for doing this at all. We are shouldering the loss in this operation. 
There is no reason why the Government can’t keep it just like the 
B. & O. loan, which he says he is willing to keep. 

Senator Busu. I respectfully suggest to the Senator then that the 
Administrator ought not to have any discretion to sell these. 

Senator FuLtsricur. All I am saying is that I don’t think his dis- 
cretion was wisely used in this case for very special reasons. Espe- 
cially the reasons involving the connection between the aluminum 
industry and the Government of the United States. I know what 
the Government has been asked to do by the Aluminum Co. of Canada. 
The whole thing is tied in with the Government. ‘They come in and 
want all kinds of subsidies, which many people in the Congress want 
to give them, or the Government. I see no reason in this case why 
the Government should lose since it really and ultimately is holding 
the responsibility for the continued operation of these aluminum 
plants, anyway. They have already undertaken it in many cases. 
I think to give that much away is unjustified. 

Senator Busu. I venture to differ with the Senator. I think the 
purpose of the Government in making this loan was to assist this 
organization at a time when it needed assistance. 

Senator Maysank. When the Government needed assistance. 

Senator Futpricut. We requested them to build these plants. 

Senator Busn. The company needed the assistance or we wouldn’t 
have made the loan. 

Senator MayBank. We had to get somebody to doit. Three years 
ago they came before the committee and begged us to get somebody 
else to build an aluminum plant. 

Senator Busn. I can see that. I say the company needed the 
assistance. That is why the Government made the loan. The pur- 
pose was to get the company established in the aluminum business 
which the Government was anxious to have done. That purpose was 
accomplished. Now the Administrator is charged with the business 
of liquidating this loan. He has to get rid of the securities. 

Senator Futpriaent. He doesn’t have to get rid of them. If we 
required that everything go on the market, that is one thing. We 
didn’t do that. I agree that what he said about the B. & O., that he 
is not going to take the market—— 
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Senator Busu. That is a different situation. 

Senator Futsriaut. I don’t see much difference. 

Senator Busu. It is a very different situation. 

Senator Payne. The balance sheet shows a difference. 

Senator Futsricur. The United States Government hasn’t the 
same responsibility and hasn’t achieved the same responsibility with 
the B. & O. Railroad as with the aluminum industry. 

Senator Busx. I may respectfully suggest that doesn’t make any 
difference. 

The Cuarrman. I don’t think we are doing Reynolds any good with 
this discussion. 

Senator Futsricur. We are not injuring Reynolds by this. It 
operates in my State. I have no doubt of the long term success of 
Reynolds. I am talking about the taxpayer’s money. The thing I 
am interested in is that RFC be liquidated on as good a basis as pos- 
sible, and not have them come here and have it insinuated by remarks 
that you are going to show how badly managed it was, sell the assets 
at anything, and say that the Democrats made bad loans. 

I don’t think this was a bad loan, and I don’t think the B. & O. is 
really a bad loan, although I object to the way in which the B. & O. 
has handled it. It is unconscionable, not on the part of the Govern- 
ment but on the part of the managers of the B. & O., many of whom 
they hired out of Government. 

Senator Busu. I would like to say to the Senator that I don’t—— 

Senator Futsriecut. | am only trying to say that I never believed 
that the RFC was as bad as your party has tried to make the country 
believe. 

Senator Busx. I don’t think 

The CHarrMan. One at a time, now. 

Senator Buss. Mr. Chairman, I would like to say to the Senator 
that I don’t think that that has anything to do with this situation. | 
don’t think that the sale of these Reynolds bonds at a discount indi- 
cates any bad management on the part of the RFC at any time. 

Senator FuLtpricnur. You leave the impression that it is a bad loan, 

Senator Busu. I am talking about the Reynolds loan. The fact 
that you issue a loan at par, and you may later sell it at a discount 
does not mean it is bad. It means at that time that is the market 
appraisal of that loan. The Administrator is charged with the liqui- 
dation of this loan. He is not asserting that the Reynolds loan was 
a bad loan because he took a discount on it. You have lots of good 
loans 

Senator FuLtsricur. He says it is not as good as the B. & O. 

Senator Busu. He has a good case on that. 

Senator Futsricut. The first thing brought up by the Senator 
from Virginia was Lustron. That was bad business. There was a 
loss. He never said they were directed to make that loan. The 
RFC didn’t make it voluntarily, you must remember that. But it is 
held against them all the time. The Lustron loan was a bad loan. 
I object to bringing it up in that connection. It was brought up only 
in order to discredit the RFC. 

Senator Busu. I object to the inference, perhaps, that there is any 
reflection involved in what the Administrator has done here in con- 
nection with the Reynolds loan; that there is any reflection intended 





PROGRESS REPORT ON RFC LIQUIDATION 23 


or suggested regarding the previous management of the RFC. I 
object to that. 

The CHarkMan. Can’t we get on? Senator Bush thinks it was a 
good sale and Senator Fulbright thinks it was a bad sale. Why don’t 
we call it a draw and get along with our business. Lets get on. 

Mr. Cravens. Senator Payne has asked that I get into the times 
that we have tried public sale. I have asked you to turn to public 
agencies. I will go over that because that involves the first time we did 
it. It is on page 17. 

This chart shows the securities of public agencies which have been 
purchased by the RFC. On September 28 last, there was $66,550,000 
outstanding or committed. 

The chart shows that we have made substantial progress in liquidat- 
ing these assets. On February 28, 1954, the securities and commit- 
ments remaining amounted to $30,836,000 of which $19,030,000 are 
in default or serious trouble. This moderately sized remaining port- 
folio, after eliminating the problem securities, represents a large 
number of small issues with no concentration and little investor 
appeal 

Senator MayBANK. Is there any statement available as to the total 
amount of these loans from the beginning? 

Mr. Cravens. Yes, | have it in this statement 

Senator MAyYBANK. Excuse me. Go ahead. 

Mr. Cravens. One of the means by which we have undertaken 
to dispose of RFC’s public agency securities is by advertised sale. 
Incidentally, I should like to mention for the record at this point a 
very important step which was taken in our liquidation program. 
As soon as possible after the books were closed on September 28, and 
the figures became available, I had a booklet prepared which listed or 
described all of the assets of RFC and gave their disposal status. 
This booklet was given the widest possible distribution in an effort 
to familiarize all interested parties everywhere in the country with 
our liquidation programm. Copies were also sent to every Member of 
the Congress. That is the booklet that had such wide distribution. 

To return now to the advertised sale of RFC’s public agency 
securities, the first block offered under this program amounted to 
$9,284,000, for which sealed bids were opened on November 17, 1953. 

In considering the results of this disposal program, it must be pointed 
out that these assets are a hodge-podge remaining from activities under 
many authorities. The interest on some of the securities is exempt 
from Federal income taxes and others are not. The list included bonds 
or securities of irrigation companies, water companies, hospital asso- 
ciations, waterworks, sewer districts, municipal gas systems, a munici- 
pal transit system, levee districts, and so forth. 

Senator Futsrieut. Isn’t it true that many of these did not arise 
from loans of the RFC but were inherited from PWA and other 
activities? 

Mr. Cravens. Yes. We have a number of securities that we got 
from PWA. I tried to bring that out by saving it was a hodge- podge. 
I could have said the “bottom of the barrel.”’ 

Senator FuLsrieur. From many activities? 

Mr. Cravens. Yes. 

Senator MayBaNnk. Some of the loans were forced to be made by 
the RFC in connection with national defense measures. When I say 
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“forced to be made,” I refer to construction related to military instal- 
lations, and so forth, in communities that had at that time no proper 
water or sewers. Somebody had to do it. 

Mr. Cravens. That may have been, Senator Maybank. I have 
never gone back into the circumstances of any loan. 

Senator Maysank. In the Lanham housing projects in 1942 the 
RFC made some loans. It went along with Lanham housing. 

Mr. Cravens. The offering of these securities in the advertised sale 
included 171 lots, divided into 3 groups, revenue bonds, general 
obligation bonds, and special assessment bonds. Bids were invited 
for the entire offering as a unit, for any one group as a unit, or for any 
individual lot. 

The results of this advertised sale were not impressive. Out of 
171 lots offered, bids were received on only 98, and they showed a 
wide price range. There were no acceptable bids for the entire offer- 
ing, or for any of the three groups. Out of 98 lots for which bids were 
submitted, bids for only 39 lots having a par value of $1,600,700 were 
acceptable. These accepted bids amounted to $1,492,982, plus ac- 
crued interest. 

Our efforts to dispose of the remaining securities did not stop, how- 
ever, because there were no acceptable bids for most of the lots. We 
then entered into negotiations with prospective purchasers, and these 
efforts resulted in the sale of additional lots for the par value of 
$2,108,200. The amount received from the sale of these lots totaled 
$2,017,545, and accrued interest. 

Let me give you a few examples of how negotiations produced better 
results than the sealed bid sales: Lot No. 136, was $309,000 in bonds 
issued by the Indian Grave Drainage District of Adams County, IIl. 
There were no bids received for this issue, which might lead one to 
believe that the bonds were of little value. However, through negotia- 
tions these bonds have since been sold for 95 cents on the dollar. 

Lot number 142 was $195,000 in special assessment bonds of Win- 
netka, Ill. The highest bid received for these in the advertised sale 
was 22 cents on the dollar. 

May I stop there, Senator Payne, and point that out? When you 
have these advertised sales you have a lot of people who think they 
are going to get something for nothing and just tack on bids in the 
hope that you will accidentally think you can’t do anything else but 
take them. 

Obviously, this bid was unacceptable, but through negotiations 
we have been able to sell them for 93% cents on the dollar. 

Lot No. 88 was $23,000 in the refunding bonds of Levee Improve- 
ment District No. 3 of Hopkins County, Tex. The high bid for these 
was 82% cents on the dollar, but through negotiations the high bidder 
later increased his offer to 90%, and this offer was accepted. 

Altogether, since September 28, 1953, the RFC has sold 94 public 
agency security issues with a face value of $34,761,240, and has 
received for them $33,670,957. 

Senator MaysBank. Before you get into guaranteed mortgages, I 
would like to congratulate the Administrator on what he has done 
and also cn this booklet that he sent to evervbody. As T understand 
it, now you have $19 million of public loans left? 

Mr. Cravens. No. Out of the thirty-million-odd dollars left we 
have $19 million either in default or in trouble. 
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Senator Maysanx. What do you think about the others that you 
have left? 

Mr. Cravens. We will move them out. It is slow going. 

Senator MaysBank. I want the record to show, with the chairman’s 
permission, that the total amount of public agency loans was $1,500 
million, that the *y were all paid up, with interest, except for some $30 
million, which is infinitesimal when compared to $1,500 million. 

The reason I want to show that, Mr. Chairman, is because last 
year, with your assistance, and I den’t think anybody on this commit- 
tee voted against it, we had a little amendment authorizing public 
agency loans. There have been a lot of letters about it to you. There 
have been tome. They are from people in good communities where 
they can’t obtain loans for public projects because the bank’s capital 
is not large enough. 

These loans that I have reference to, Mr. Chairman, are the loans 
for water, sewer, and things of that nature. The President hasn’t 
appointed anybody to handle this program which the Congress 
authorized last July. I am wondering, Mr. Cravens, since you have 
done so well on this, and I say it most sincererely, have you had any 
conference about administering that section of the law? 

Mr. Cravens. [ am happy to report to you today, Senator May- 
bank, that the Administration is in the process of naming an agency 
to handle public agency loans. 

Senator Maysank. | hope they do. I know what you have done 
in this business. I have followed this book with interest since you 
sent it to me last fall, at which time I was in Charleston, S.C. There 
are some good loans that could be made to some small towns. 

Senator Payne. Mr. Chairman, I would like to say this and see 
whether Mr. Cravens agrees: What you did as Administrator in 
trying to liquidate this was that you went out with public offerings 
of these securities. As a result the bids received apparently reflecte ed 
what the market situation was on these items that you advertised 
for bid, is that correct? 

Mr. Cravens. That is correct. 

Senator Payne. But rather than just accepting that, which would 
have been the easy way to do—you could have justified it by saying, 
“T put these out for public bid. Here is the highest bid that I got 
on this, which appeared to be all that was available’—but in the 
interest of the public you went a step further. As an Administrator 
protecting the public interest, and on such cases as appeared out- 
rageous, you started negotiations to try to get the last available cent 
out of every security in that class which you could in the interest of 
the American taxpayer; is that correct? 

Mr. Cravens. That is correct. 

Senator Busu. If I could have the attention of the Senator from 
Arkansas for one more moment, I would like to suggest that inasmuch 
as the Administrator was able to do as well as he bas done with the 
bottom-of-the-barrel pieces, so to speak, that that reflects great 
wisdom and foresight on the original makers of these loans. 

Senator Fu.tsricur. I think the Senator’s statement is very well 
taken. I think much of this has beea misinterpreted by many people. 
Also, these particular ones he is talking about now had reasons besides 
the economic reasons for being made. I want the Government to 
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The Cuarrman. Let’s not turn this into a mutual admiration 
society. 

Senator Futsricut. What is the present market price of those 
Reynolds Metals bonds which you sold? 

Mr. Cravens. They are all in the hands of institutional investors. 
I haven’t seen any market on them. In fact, I don’t believe any 
exists. 

1 would like, if | may, Mr. Chairman, to address myself to Senator 
Maybank. Senator Maybank mentioned the public agency lending 
program. He mentioned the $1,500 million. 1 think it might be 
well if the record shows there were 6,200 issues totaling that amount. 
The interesting part of it is that 8 issues of $20 million or more 
comprised $606,500,000 of that $1,500 million. So that the remainder 
of something less than $900 million was in 6,192 issues. 

Senator Maysank. And they were paid up? 

Mr. Cravens. They averaged about $150,000 each. There is a 
wide gap there between the large number of small ones and those 
eight very large ones. 

Senator Maypank. Will you repeat again for the record, if you 
don’t mind, how many small loans you made? When we call it 
small, we mean $150,000. 

Mr. Cravens. Let’s put it this way. I don’t have the complete 
detail. There were 6,192 less than $20 million which only averaged 
$150,000 about per issue. That means most of them were quite small. 

Senator Mayrank. I understand that most of the public agency 
loans were small, but they were paid up? 

Mr. Cravens. By and large, yes 

Senator Maynank. There are a few delinquent. But out of $1,500 
million to have only a few million dollars worth left is very good. 
Moreover, many of the securities evidencing these loans have been 
sold by the RFC throughout the years with “substantial profit to the 
Government. The reason I said that, to repeat, if the chairman will 
permit, is that in many of these small places where they have no 
banks in some cases and in other cases where the banks can’t lend to 
a public body and communities have laws where they can’t sell bonds 
and have to make loans, I think you have done a good job. I hope 
the President will see fit to designate you to carry on with this $25 
million and help a few of these small towns, if you believe it to be 
just and correct to have that loan. 

Senator Futsricur. There is one public loan that I had a letter 
about. It is on the city of Cleveland bonds, on their transit system. 
Can vou explain that and what happened in that connection? 

Mr. Cravens. Yes. Transit bonds, as you so well know, Senator, 
don’t have very much investor appeal. 

Senator Fu_srieutr. I don’t know it. 

Mr. Cravens. That is traditionally true. Transit bonds are very 
difficult to sell. I am sorry that the Senator from Illinois is not here 
because he could tell vou about the problem that the city of Chicago 
has in selling its transit bonds. 

We wore out an awful lot of shoe leather trying to find a market 
for that $29 million issue. We finally got one large group— 

Senator Busu. That is Cleveland? 

Mr. Cravens. Yes, Cleveland Transit. We finally got one large 
group to really work. They worked 4, 5, or 6 months. Incide ntally, 
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they had a large membership in their group and they contacted every 
type of investor. We then got another group working—I don’t 
remember how many—but it had a large number of houses working 
for it. So these two groups represented certainly more than 100 
investment houses trying to find a market for these bonds. Fortu- 
nately for us there got to be some pretty tight competition and we came 
out, if I can say this in the vernacular, smelling like a rose. We came 
out with about 2%-point loss when I didn’t think we could market 
them for anywhere near that price. 

Senator Futsricur. What was the interest rate? 

Mr. CRAVENS. 4 percent. 

Senator Futsricutr. That is a new issue, isn’t it? 

Mr. Cravens. That is right. 

Senator Futsricatr. When was it authorized? 

Mr. Cravens. I am told that the first authorization was made 2 or 3 
vears ago. They were payable from December 1, 1953, through 1969. 

Senator Futsricut. Had all of the amount been disbureed when 
you 

Mr. Cravens. No. 

Senator Futsrieut. It had not been disbursed? 

Mr. Cravens. No. Incidentally, with the extension of the transit 
system, both east and west, there was to be another overrun of $3 
million or $4 million. As a matter of fact, we had a rather informal 
agreement with both of the groups that we would provide for that 
financing. 

Senator Futsricutr. The letter I received puzzled me a little bit 
because it left the impression that the RFC had not really made the 
loan but had peddled the loan and took a loss of about 2 points. 

Mr. Cravens. Is there any difference, Senator, in having a tight 
commitment against the Treasury for disbursing $20 million and 
having the $20 million disbursed? 

Senator Futpricut. You mean, then, you were bound by vour 
agreement and there was no alternative for you? 

Mr. Cravens. There was no alternative; nor is there in any o: our 
commitments, sir. I consider a commitment exactly the same as a 
loan. It is a liability of the Treasury. 

The CHarrMan. It was a signed commitment, was it not? 

Mr. Cravens. Yes, sir. 

Senator Futsricut. Then vou would say they had misjudged the 
situation in the beginning? I didn’t know about this loan until 
vesterday. I received a letter about it which implied it was a bad 
loan, a bs id deal. 

Mr. Cravens. I wouldn’t say that. I think that is a little unfair. 
When this loan was made they had a real reason to help the transpor- 
tation system of Cleveland. It was related to defense. I would have 
no comment on how appropriate it was to make. It probably was 
all right. 

Obviously, a 4-percent coupon on a transit bond is way below any 
large transit issues. ‘Take your Chicago Transit bonds. All of them 
have been marketed from 4% up to 5 pereent. I would say we came 
out very well on this. 

Senator Futpricgur. What I am trying to say is that it apparently 
was an improvident loan to begin with. It is no criticism of what 
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you did in this instance, but that is what it would appear to have been; 
is that not right? 

Mr. Cravens. I don’t want to be on record as saying that it was 
improvident. May I say the coupon was too low. 

Senator Futpricgutr. Maybe that is a better way to put it. 

The CaarrMan. You may proceed. 

Senator Fu_spricur. I thought Ohio was so well heeled; I am 
surprised that she had to go to the RFC for anything. 

Senator Payne. Let me point out that the District of Columbia 
is supposed to be pretty well heeled, but when its securities were up 
for sale and had been up for sale for about 6 years on Capital Transit, 
there wasn’t a dollar available here in the District that seemed to 
want to take hold of it. 

Senator FuLtsricur, | have been reading in the paper that Capital 
Transit wants to retire its bonds and Congress has stepped in and 
said, “You can’t.’”” How do you explain that? 

Senator Payne. There are facts that would take too long to go 
into here. 

Senator Futsricur. Isn’t that true? They say they are dying to 
pay off the bonds and Congress won’t let them. 

Senator Payne. There are other facts involved in that situation, sir. 

The CuarrmMan. Do you want to protect the good name of Ohio,. 
Senator Bricker? 

Senator Bricker. The 4 percent is all right. 

Senator FutsBriagut. Why weren’t they resolved at 4 percent? 

Senator Busu. The market had changed. 

Senator Futsricut. Who changed the market, may I ask? 

Mr. Cravens. In the interest of time, I am going to summarize 
the remainder of my report. 

The CHarrman. If you get to the loan pool plan, we could put your 
complete statement in the record. 

Mr. Cravens. I will be glad to, but there are a couple of points 
I would like to make. 

The production of abaca fiber, or manila hemp, in Central American 
countries has been carried on by RFC under the authority of the 
Abaca Production Act of 1950. This act remains in effect until 
April 1, 1960, unless the Congress or the President shall direct earlier 
termination of operations. 

The plantations on which this strategic material is produced are 
regarded as a “‘stockpile in the ground.” The program has been 
reviewed recently by the highest echelons of agencies concerned with 
national defense policy, and the decision made to continue operations 
at their present level. 

While part of the fiber produced may be used in rotating the in- 
ventories in the national stockpile, the balance must be sold in the 
open market. At present the industrial demand is limited and prices 
are low. RFC has an accumulation of approximately 50,000 bales. 
The prospects for the future are not encouraging. There is a decline 
in United States consumption of abaca, and conditions in Central 
America are resulting in substantial increases in production costs. 
Continued losses can be expected from this program. 

Referring again to this pictogram, you can see that when the 
production programs are removed the greatest remaining investmetit 
is in loans and securities. 
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I would now like to show you a chart (1) which gives more detail 
on the assets of the lending programs. The left-hand bar shows the 
extent of loans, investments, and commitments on May 2, 1953, the 
day I took office. At that time RFC had on its books 25,048 loans 
and commitments amounting to $1,107,500,000. The middle bar 
shows the situation on September 28, 1953, when the Corporation’s 
lending authority was terminated pursuant to the RFC Liquidation 
Act. A comparison of this bar with the left-hand bar shows the 
progress which had been made before termination of RFC’s lending 
authority. At that time the portfolio had been reduced to 24,389 
loans and commitments and $1,044,100,000 outstanding. The last 
bar reflects the figures on February 28, 1954, and shows 22,981 loans 
and commitments and $866 million. The commitments made by the 
Corporation for deferred participation in bank loans are not shown on 
this chart, since the disbursement of Treasury funds is only contingent 
in such cases. These charts will be found in my prepared statement. 
(See p. 47.) 

You will notice the shaded area in the upper part of each bar. 
This relates to the functions of making loans under section 302 of the 
Defense Production Act and section 409 of the Federal Civil Defense 
Act, which were transferred to the Secretary of the Treasury. 

Instead of setting up a separate organization, the Secretary of the 
Treasury engaged the RFC to act as his agent in the discharge of 
these functions. For this purpose, I was named special assistant to 
the Secretary of the Treasury. The defense production and civil 
defense lending functions have since been conducted under the same 
policies which were set up for RFC before termination of the Corpo- 
ration’s lending authority. Also, the policies previously outlined 
with respect to the disposal of the Government’s investment to private 
institutions have been followed in these functions. 

I now wish to direct your attention to this chart (2) which shows 
the loans, securities, and investments in each lending program admin- 
istered by RFC as they were last September 28, and also shows the 
progress made in their liquidation up to the end of February. 

Civil defense loans were made by RFC under section 409 of the 
Federal Civil Defense Act of 1950 with the certification of the Federal 
Civil Defense Administrator. 

A total of 9 loans, amounting to $6,033,000, has been authorized. 
All of them were for the purpose of assisting in the construction of 
hospitals. Since becoming Administrator, I have approved 2 civil- 
defense loans and given tentative approval to 2 applications for 
this type of loan. The two loans which I approved were made in 
participation with banks—one on an immediate participation basis 
and the other on a deferred participation basis. Both applications 
to which I have given tentative approval are to be deferred partici- 
pations with banks. This leads me to believe that the $6 million 
authorized could have been partially financed by private funds, 
thereby decreasing the drain on the Treasury, relieving the Govern- 
ment of the danger of overruns during the construction period and 
the added costs incurred thereby, and minimizing the overall risk to 
the Government which is inherent in such loans. 

At the present time there is approximately $2,050,000 outstanding 
in the principal balances of these loans, and $3,568,000 yet to be dis- 
bursed under outstanding commitments. There is also 1 loan and 
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2 tentative commitments which have been approved as deferred 
participations in bank loans. In these cases, there will be no dis- 
bursement of Treasury funds unless the banks call for the Govern- 
ment’s share to be taken up. 

Once made, there is no possibility to dispose of these loans. 

Included under the category “acquired collateral’’ are land, build- 
ings, machinery, and other property acquired under foreclosure and 
liquidation proceedings. There are also included notes and accounts 
receivable resulting preponderantly from the sale of acquired property. 

Since becoming Administrator, | have often been asked about the 
procedures followed by the Corporation with respect to foreclosures 
and the disposition of acquired property under such proceedings. 

It is my prime objective to sell each acquired property expeditiously 
with maximum return to the Government. 

| would like to file in the record our detailed procedure showing how 
we dispose of acquired collateral. 

The CHarrMAN. Without objection, it will be made a part of the 
record. 

(The material referred to follows:) 


PROCEDURES GOVERNING FORECLOSURES AND DISPOSAL OF ACQUIRED PROPERTIES 


The Corporation’s regional loan agencies have supervision in this field. The 
managers have authority to foreclose any real estate or chattel mortgage not in 
excess of $100,000 when, in their considered judgment, it is deemed necessary to 
do so. Before foreclosure sale a current appraisal is made of the property and the 
managers may bid an amount which in their judgment constitutes a sound liquidat- 
ing value, but not in excess of the indebtedness. Where the indebtedness exceeds 
$100,000, the managers must obtain the consent of the Administrator before 
instituting foreclosure. Their request to foreclose is accompanied by a full report 
showing the necessity therefor. The same procedure is followed with respect to 
obtaining a current appraisal, which in each case is made by competent members 
of the agency staff. Full information is then transmitted to the Administrator, 
after which he furnishes bidding instructions to the managers. 

Title may be taken to property by voluntary conveyance in lieu of foreclosure, 
but the above limitations with respect to foreclosure apply. 

Immediately after the acquisition of the property the agency surveys the 
property for the purpose of determining the best method of sale; whether it should 
be sold at auction or sealed bids should be solicited. The method of disposal is 
influenced by the location, nature, size, condition, interest in the property, and 
expense of sale with relation to the value of the property. 

The Corporation’s regional managers have delegated authority to effect nego- 
tiated sales of properties having a carrying value not exceeding $2,500. They 
also have authority to approve sales made by auction or to accept bids in in- 
stances where the property is carried in the Corporation’s records at not in excess 
of $100,000. All bids or offers in excess of that amount must be submitted to the 
Administrator for determination. 

The Corporation reserves the right to reject any and all bids under either method 
of disposal. Where all bids are rejected the regional managers endeavor to bring 
about a negotiated sale. Great effort is made to sell such property for cash. 
However, if that is impractical and a term sale is deemed more advantageous, then 
the property will be disposed of on that basis. A downpayment of 25 percent is 
usually required, with the balance payable in equal monthly payments over a 
period of not more than 5 years, with interest on the unpaid balance at the rate of 
5 percent per annum, payable monthly, and secured by a first and paramount lien 
on the property so sold. Before property is sold on terms, the integrity and 
financial responsibility of the successful bidder is carefully ‘weighed and is an 


important factor in arriving at a determination to sell on terms. 

The selection of an auctioneer best qualified to conduct the sale is of the utmost 
importance and only competent auctioneers, experienced in the type of property 
involved, are employed. The regional manager may select an auctioneer to 
dispose of property having a record value not in excess of $100,000. Where the 
book value of the property is greater, the auctioneer is selected by the Adminis- 
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trator upon the recommendation of the manager. It is the policy not to employ 
any auctioneer who may be interested in purchasing any of the property, and the 
auctioneer selected is required to furnish a tidelity bond in an amount satisfactory 
to the Corporation. 

The Cuarrman. Do you have a list of the acquired collateral? 

Mr. Cravens. They change all the time. What I was putting in 
the record was our procedure. 

The CHarrman. Name a few items. 

Mr. Cravens. I would be glad to do that. 


The CHarrMAN. You say, “Land, buildings, machinery.” 

Mr. Cravens. Today we are having an auction in New Braunfels, 
Tex., to sell the real estate, leasehold, capital stock, and machinery 
of the Pioneer Worsted Co. 

Next Wednesday there will be an auction in Dixville Notch, N. H., 
to sell a completely equipped 300-room summer-resort hotel and about 
2,300 acres of land. Both of these sales are being handled by a na- 
tionally known firm of industrial auctioneers. Those are two typical 
examples. 

In other words, as we get loans and have no way of working them 
out, they go into bankruptcy, we take over the assets that were held 
as security for the loan. We try to work out the best ways. Usually 
if they are large we do it through auction, as we are doing in the case 
of this hotel and the Pioneer Worsted Co. 

I would like to say for the benefit of this committee, speaking of 
hotels, that we had a million-dollar hotel authorized in 1949 down in 
Miami Beach, Fla. There is a balance of $681,000. We are just 
getting our money on that loan. 

The CHarrMan. You are talking about the Sorrento? What was 
the name of that other Miami Beach hotel that applied to the RFC 
for a loan, the Saxony? Did they pay off? 

Mr. Cravens. That was not an asset when I took over. 

The CuarrMan. They paid off? 

Mr. Cravens. I presume so. 

Senator Futsricut. What has happened to the Texmass loan? It 
is now called Texas Consolidated. We had a very special interest in it. 

Mr. Cravens. That is a problem loan, of course, which—— 

Senator Fu.sricat. It is in default? 

Mr. Cravens. We are taking and applying to debt all of the pro- 
duction less expenses. It is in default as to original terms, of course. 
At the rate it is going now it would take 30 or 40 years to ever get out. 

The CuarrMan. That is the Dallas loan? 

Mr. Cravens. Yes. It is (1) a problem loan; (2) it cannot be dis- 
posed of; and (3) all we can do is live with it. 

Senator Futpricut. That was a Boston loan. It was promoted by 
John Hancock. It was not a voluntary loan, in my opinion, either. 

The CuarrMan. What happened in the loan on that gas process, 
Hydrocol? 

Mr. Cravens. I am glad you asked that. Carthage Hydrocol has 
a loan of seventeen million and seven-hundred-odd thousand dollars. 
Last June the plant closed up. It was estimated that for anybody to 
make that operation work they would have to spend $20 or $25 more 
million. The present stockholders decided that it wasn’t worth 
adding more money to. They had actually put in in excess of $30 
million. Since last June we have been working to find ways and 
of means salvaging our investment. 
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The Cuarrman. How much is there? 

Mr. Cravens. Seventeen-million-seven-hundred-thousand-odd 
dollars. 

The CuarrmMan. We might lose all of it? 

Mr. Cravens. The appraisal made by the former Administrator in 
the fall of 1952 indicated that if we had to auction off the plant we 
might get $5,900,000 before expenses if we took a year or more to do 
it, but that if it were on a quick sale it would probably realize 50 cents 
on the dollar; in other words, about $3 million. That would give 
you a loss of about $14 million. I think the committee would be 
interested to know that there is going to be no loss on that, that we 
are about ready to consummate a deal in which the Government will 
get 100 cents on the dollar of its seventeen-million-seven-hundred 
thousand-odd dollars. 

Senator Futsricut. That is really good news. 

Senator Busx. It shows the Administrator made some pretty good 
loans back there. 

Mr. Cravens. And as to disaster loans, I consider this to be a 
worthy field in which a Government credit agency may operate. The 
activities in this area need not cost the Government an excessive 
amount to administer. Furthermore, considering that most loans 
made to disaster victims are in the nature of character loans, the 
relatively low losses experienced on loans of this type reflect the sin- 
cerity of those who borrowed from the Government to rehabilitate 
their homes and businesses. Out of a total of $69 million disbursed 
to 30,386 disaster victims since the beginning of the program in 1933, 
a loss of approximately $3,650,000 or only 5.3 percent has been 
incurred. 

On February 28, 1954, there was $15,631,000 outstanding in 3,359 
loans made by the RFC to disaster victims. In addition, there were 
undisbursed commitments amounting to $896,000. Most of these 
loans were made in the Kansas City area in connection with the floods 
which occurred there in the summer of 1952. The reduction of 
$1,842,000 in the total amounts, which the chart shows to have 
occurred between September 28, and February 28, represents either 
repayments on principal amounts or cancellation of commitments. 

Considering the purpose and type of loans involved in this program, 
as well as the rate of interest charged, it can easily be understood that 
no reasonable possibility exists to dispose of these loans to private 
financial institutions. Nor should they be so disposed of. If these 
loans are to remain with the Government, I believe a more effective 
servicing job can be performed by the Small Business Administration, 
the agency now designated to carry on this function. For this reason, 
and to expedite the liquidation of RFC, I have recommended to the 
Bureau of the Budget that the President consider the desirability of 
transferring these loans to the Small Business Administration pur- 
suant to the provisions of the Reorganization Act of 1949. 

The CHarrman. What did you say the dollar volume was? 

Mr. Cravens. We have $15 million left, approximately, in 3,359 
loans. 

The Cuarrman. Are they in fairly good shape? 

Mr. Cravens. The record shows they are. In fact, as I think I 
have said before to this committee, I am amazed at the relatively low 
losses experienced on loans of this type. It reflects the sincerity of 
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those who borrowed. Out of 30,386 loans totaling $69 million the 
losses to date have been $3 million approximately. 

Senator FutsBricut. Why do you think it is amazing? 

Mr. Cravens. Because the borrowings average $3,000 or $4,000 
apiece. They were not protected by insurance in the case of flood, 
and so forth. In the first place, those loans are made overnight. 
There is no selectivity. They are made very fast, to almost anybody. 
Keep in mind they have had all their productiveness wiped out with 
floods or other catastrophes. They are starting off to rebuild every- 
thing they have. 

For them to pay those loans as well as they have I say displays a 
real sincerity and a willingness to pay. 

Senator Futsricnutr. Sure it does. <A lot of them were made in 
my State as the result of tornadoes. I think all that indicates is your 
low opinion of human nature. 

Mr. Cravens. I have no low opinion of human nature. 

Senator FuLBprianur. The ones who surprise me are the ones like 
the B. & O. who come in and take advantage of the RFC. These 
people want to pay their debts. I think it is a good record, but I 
am not surprised. 

Mr. Cravens. Two-thirds of them, incidentally, Senator, were in 
the Kansas City area. 

Senator Futsricur. I know a number of them were made in the 
tornado area in Arkansas, which I personally inspected, and I agree 
with vou. We call them very poor people, normally speaking, yet 
they feel obligated to pay the Government in contrast to some of the 
borrowers who try every way possible to avoid paying the Govern- 
ment, don’t they? 

Mr. Cravuns. I am glad you put that in the record. 

Senator Futsricut. I think it is true. I don’t like it at all when 
a company like the B. & O. takes advantage of the situation the way 
ithas. I think it is disgraceful and a great reflection on our capitalistic 
system. It injures all of us when they take advantage of their 
Government in that fashion. I don’t like it. I think they are the 
very kind of people who if this system doesn’t survive are going to 
be responsible for it. 

The CuHarrMAN. I take it you don’t like the B. & O. 

Senator Futsrieut. I don’t like the way they have treated their 
Government. The insurance companies took advantage of the 
Government. You can criticize the Government all you like, but 
I don’t like the idea of two wealthy, prosperous companies coming in 
and pawning off on the Government half of their loss when they have 
made a bad loan. 

The CHarrRMAN. You are talking about the Texmass case? 

Senator Futsrient. Yes. I think it is a bad thing to do. First, 
it discredits the RFC. It was said, “You are foolish to make it.”” I 
agree the RFC shouldn’t have made it. But the insurance companies 
were the moving party. It discredits the private-enterprise system 
to have people who know better and should be more honest to try 
to get rid of their loss on the Government. 

The CHarrMan. Let’s not take the exception to prove the rule, 
There are thousands and thousands of honest big-business men. 

Senator Futsrieut. I agree there are many of them. But these 
are the cases that stand out. They ought to be more careful than 
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anybody. They ought to be really concerned about our system sur- 
viving. It is good to see that these small people who were wiped out 
by floods have such a good record. I think that the Administrator is 
entirely justified and they deserve credit for it. 

The Cuarrman. Will you proceed? 

Mr. Cravens. The next item represents our purchase-money 
mortgages. 

When the Defense Homes Corporation, a constituent agency of the 
former National Housing Agency, was placed in liquidation, Defense 
Homes was indebted to RFC. The major assets owned by Defense 
Homes consisted of five multiple-housing projects. Four of these, 
McLean Gardens, Fairlington, the Meridian Hill Hotel, and Naylor 
Gardens, are located in the Washington area. The other is located 
in Bremerton, Wash. After World War II these projects were de- 
clared surplus and they were sold in 1947. Under the terms of the 
sale, approximately 10 percent of the purchase price was received in 
cash, and notes were accepted for the balance, secured by mortgages 
on the properties involved. Two of these mortgage notes, with cur- 
rent unpaid balances amounting to about $6 million, bear interest at 
3 percent. The other two notes, with current unpaid balances of 
$35,900,000 bear interest at 2% percent. 

It is my understanding that, in an effort to recover the Government’s 
investment, these very low interest rates were accepted as an induce- 
ment to secure the highest purchase price possible in the market exist- 
ing at that time. 

Subsequently, the Government Corporation Appropriations Act of 
1949 transferred these purchase-money mortgages, together with the 
other assets and liabilities of Defense Homes, to RFC for liquidation. 
At the present time, the unpaid principal and accrued interest on these 
mortgages amounts to $41,900,000. ‘There can be little question that 
these mortgages are amply secured, and would, therefore, be attractive 
to investors. However, as I pointed out, the interest yield is well 
below prevailing rates, and to dispose of them to private investors 
would require sale at a very substantial discount. 

Actually, this portfolio has an overstated value of at least 
$10,500,000, which represents a portion of the overstated sales price at 
the time of disposition. To sell these mortgages at prevailing market 
rates would require a discount of something like 25 points. t menkiy 
think they should be sold, but I am not sure that it would be wise for 
our records to show a $10,500,000 loss—even though it would be 
against a portion of the fictitious sales price put on the books in 1947. 

If they are to remain with the Government until maturity, these 
mortgages, like the disaster loans, should be transferred to an agency 
now administering similar assets. In this case that would be the 
Housing and Home Finance Agency. I have recommended to the 
Bureau of the Budget that consideration be given to such a transfer 
pursuant to provisions of the Reorganization Act of 1949. 

Senator Fu_sricut. Did you recommend the same thing on the 
SBA loans? What about the loans under $25,000? 

Mr. Cravens. I will cover those later. There will not be enough 
left to transfer to anybody. 

I will quickly run down the remainder. There are some things I 
want to bring to your attention. 
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Loans to financial institutions and investments in their capital stock 
were acquired under section 5 of the original RFC Act, and section 304 
of the Emergency Bank Act. The chart shows the remaining assets 
from what was once the largest peacetime RFC program. At the 
peak in 1934, assets in this program amounted to nearly $2,200 
million. 

When I became Administrator, there was about $46 million out- 
standing in the securities and notes of 62 banks. This has been suc- 
cessively reduced and at the present time the issues of only 15 banks 
remain. Our disposal methods for these assets have been primarily 
to encourage the banks concerned to retire their obligations, either out 
of earnings, or, more frequently, out of new capital. 

Senator Busu. Are they mostly preferred-stock holdings in these 
banks? 

Mr. Cravens. The four largest are. 

By far the greatest part of the remaining amount is represented by 
the securities of four banks. In three of these there is still consider- 
able capital impairment. For one reason or another, the banks have 
been unable, to date, to raise new capital, and as a result we must 
follow one of two courses of action. One would be to find new in- 
vestors acceptable to the supervisory authorities who would provide 
the necessary funds to recapitalize the banks and retire the Govern- 
ment’s securities. The second course of action would be orderly 
liquidation of the banks to realize the maximum value of their assets. 
The latter alternative would not be undertaken unless there were 
ample banking facilities in the community. Regardless of the limited 
alternatives, I feel it highly desirable for the Government to liquidate 
these investments even in the face of an inevitable loss. The remain- 
ing banks have had 20 years to put their houses in order, and it is 
quite apparent that something more than time is necessary to liquidate 
their indebtedness to the Government. 

Senator Futspricut. What is that total? Is that list carried any- 
where in this booklet? 

Mr. Cravens. It is not. We will put into the record the present 
loans. Four of the big loans 

The Cuarrman. What banks? 

Mr. Cravens. We have to be a little careful about what comments 
we make about banks because of the depositor relationship. So you 
will excuse me if I stay away from names. Four of these run between 
$33 million and $35 million and the other 11 amount to roughly $4 
million. Our problem is in four, one of which is for $9 million in 
which there is no problem. We are working that out now. That 
leaves three remaining between $25 million and $30 million which 
represents the real problem. 

Senator Futspricut. Can the Federal Reserve be of any assistance 
in that connec ane 

Mr. Cravens. We work with all the supervisory agencies very 
closely in these dbentions to see what we can do. We work not only 
with the Federal Reserve but with the FDIC, the Comptroller and 
also the State supervisors. Two of these are in New York State, 
We work with the New York State superintendent. 

Senator Fu.sricut. Two of the problems are in New York State? 

Mr. Cravens. Yes. 
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Now, to continue to the next item, by an act of August 7, 1946, the 
RFC was authorized to lend up to $75 million to the Philippine 
Republic, after consultation with the National Advisory Council on 
International Monetary and Financial Problems. The purpose of the 
Congress in enacting this authority was to assist the Republic of the 
Philippines in rehabilitation and reconstruction projects after World 
War II. A loan of $70 million was subsequently made under this 
authority. As the chart shows, the remaining balance on this loan 
last September 28 was $48 million. The balance at the present time 
is $45 million. The loan is being reduced by semiannual payments of 
$3 million. 

Since this loan will remain with the Government for continued 
servicing, I have recommended to the Bureau of the Budget that con- 
sideration be given to its transfer to the Export-Import Bank, pur- 
suant to the provisions of the Reorganization Act of 1949. That 
loan is not subject to disposal. 

I have covered the public agencies. 

The CHarrMan. The guaranteed mortgages come next. 

Mr. Cravens. These mortgages were acquired by the RFC Mort- 
gave Company, a former subsidiary of RFC. They were transferred 
to RFC in accordance with Publie Law 132, 80th Congress. 

The chart shows that there was $67,115,000 in this category at the 
end of last September. Our most current figures at February 28, 
show the outstanding balances of these mortgages amount to $64,- 
500,000. The reduction made since September 28, is entirely at- 
tributable to principal repayments. 

All of these mortgages—there are now about 15,300 of them— 
represent loans for home purchases. The vast majority are partially 
guaranteed by the Veterans’ Administration. A very few are in- 
sured by the Federal Housing Administration. 

Most of the mortgages are dated in 1947, and about 60 percent of 
them had an original term of 20 years; nearly 30 percent of them had 
original terms of 25 years. The average size is now about $4,200 and 
the interest rate on the great majority, the VA mortgages, is 4 
percent. They are located in about two-thirds of the States, with the 
greatest concentrations in Alabama, Georgia, Michigan, Oklahoma, 
and Texas. The relatively small average size of these mortgages 
constitutes a serious deterrent in their disposal to private investors. 
Because of size, poor area concentration, and low-interest yield, sale 
can only be made at substantial discounts. 

A possible solution to the problem of disposing of these mortgages 
would be to merge them with the mortgage portfolio of the Federal 
National Mortgage Association. This would permit their inclusion 
in blocks of the more attractive mortgages held by FNMA, where 
they could be sold at a more advantageous price. I have recom- 
mended to the Bureau of the Budget that the President consider the 
desirability of transferring these mortgages to FNMA pursuant to the 
provisions of the Reorganization Act of 1949. 

Senator Futsricut. Do you have the authority to merge these 
now? 

Mr. Cravens. No 

Senator Futsricxt. Do you want the authority? 
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Mr. Cravens. As I say, I have recommended to the Bureau of the 
Budget that the President consider the desirability of transferring 
these mortgages to FNMA pursuant to the provisions of the Re- 
organization Act of 1949. 

The CHarrMAN. We are down to railroads. Have we talked 
enough about them? 

Mr. Cravens. I think we have. 

Senator Busn. How did these mortgage loans get into the RFC? 

Mr. Cravens. The mortgages came through the RFC Mortgage 
Company which was a subsidiary of the RFC. 

Senator Busan. Why did they take them on? 

Senator Futsricur. They were providing a secondary mortgage 
market. 

Mr. Cravens. I can’t answer the question. 

The CHatrMan. It was by act of Congress. 

Senator FuLtsricut. It was before FNMA. They were providing 
the secondary mortgage market on the direction of Congress. 

The CHarrRMAN. That was in 1947. Have we had enough discus- 
sion of railroads? 

Mr. Cravens. The only thing I would like to do is put in the record 
the list of railroad securities held on September 28, and show where 
they stand today. 

The CuairmMan. Without objection, that will be done. 

(The material referred to follows:) 
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Railroad obligations held by RFC 


| Principal or par amount | 
ers Remarks 
| Sept. 28, 1953 | Feb. 28, 1954 | 








I. RONDS AND STOCKS 


Baltimore & Ohio RR. Co., 4-percent collat- | $65,000,000 | $65,000,000 | Advertised for sale; no ac- 


eral trust bonds ceptable bids. 
Bangor & Aroostook RR. Co., 4-percent col 1, 675, 000 1, 675,000 | Refinancing arrangements 
lateral trust bonds. progressing satisfactorily. 
Central of Georgia Ry. Co.: 
4-percent first mortgage bonds__. 35, 803 _...------| Bonds sold. 
4'4-percent general mortgage income 55, 346 | -- ito Do. 
bonds. 
Preferred stock (711 shares, $100 par value) _| 71, 100 71, 100 
~~ RR. Co., 414-percent income mortgage 10, 571, 000 |..............]| Bonds sold. 
onds, 
Meridian & Bigbee RR. Co.: 
4-percent first mortgage bonds____-__-.. 49, 000 49,000 | Negotiations continuing. 
4-percent income mortgage bonds_-_-_----_- 500, 000 500, 000 Do. 
Common stock ----_- Q) (1) Do. 


1]1, EQUIPMENT TRUST CERTIFICATES AND NOTES 





Georgia & Florida RR.: 


3-percent equipment trust... ..-.-.--._- 662, 000 614,000 | Company operating under 
receiver. 
4-percent equipment trust_.___.......- E 2 717, 000 681, 000 Do. 
New York, Ontario & Western Ry-.: 
3-percent equipment trust (1945)_-.--__- ; 1, 008, 000 593,000 | Company operating under 
trustee. 
3-percent equipment trust (1947) _......-- 2 1, 705, 000 1, 795, 000 Do. 
Tennessee Central Ry. Co.: 
3-percent equipment trust certificates, 170, 000 154, 000 | No market developed to date. 
series E. 
3-percent equipment trust certificates, 504, 000 504, 000 Do. 
series F. 
4-percent equipment trust notes, series G.? 568, 000 568, 000 Do. 
4-percent equipment trust notes, series H 3. 995, 000 995, 000 Do. 


Ill, OTHER ORLICATIONS 


Georgia & Florida RR. Receiver, 4-percent cer- 339, 957 339,957 | Company operating under 
tificates. receiver. 
Newfoundland Ry., 244-percent notes_--....-. 498, 201 498, 201 | Acquired during World War 


II; transfer to Export-Im- 
port Bank recommended, 
Tennessee Central Ry. Co.: 


4-percent promissory note..........--.--- 100, 118 100,118 | No market developed to date. 
_ ESL See eR 5, 306, 102 5, 306, 102 Do. 
5-percent promissory Essence eamicine 500, 000 484, 909 Do. 





110,716 shares, no par. 
2 Outstanding commitment. 
? Made under the authority of sec. 302, Defense Production Act. 


Mr. Cravens. Now we get to business loans. I would like to read 
most of this because it gets into some very basic philosophy that I 
have with respect to this. 

I would like now to discuss the business loan portfolio which 
constitutes the largest single class of RFC assets. It is in this area 
that a successful program for liquidation will produce the greatest 
benefits to the Government. This is because the greatest sums are 
invested here, because the largest element of administrative expense 
incurred by ‘the Corporation arises from administration of these 
loans and commitments, and finally, because a sound program of 
disposition can materially strengthen the Nation’s econom 

I have had a separate chart (3) prepared which pictures the progress 
of liquidation of business loans. This chart shows the loans, securi- 
ties, and commitments as they were on May 2, 1953, the day I ‘became 
Administrator; September 28, 1953, the day the RFC lending author- 
ity terminated ; the most current date of reporting, February 28, 1954; 
and our estimate of what will remain on next June 30. You will 
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notice that there are two types of business loans shown on the chart. 
The largest bars, on the left, represent the loans snd commitments 
made under section 4 (a) of the RFC Act, and section 714 of the 
Defense Production Act. The other bars represent loans made under 
section 302 of the Defense Production Act. 

To clarify a point which may be confusing, loans made under 
section 302 of the Defense Production Act were disbursed from funds 
borrowed by RFC from the Treasury under an allocation of Defense 
Production Act borrowing authority. Loans made under section 714 
of the Defense Production Act were disbursed from funds borrowed 
from the Treasury under the general borrowing authority of the 
RFC Act. 

You will recall my earlier statement that the function of making 
loans under section 302 of the Defense Production Act is continuing 
under the direction of the Secretary of the Treasury, and therefore 
this part of the lending program is not in liquidation. However, 
believing that Government investments in business enterprises should 
be transferred to private hands whenever possible, | have made the 
same determined effort to dispose of the section 302 loans as I have 
in the case of the section 4 (a) loans. 

The chart shows that the loans and commitments made under 
section 302 of the Defense Production Act amounted to about $280 
million on May 2, 1953. About two-thirds of this total was made 
up of loans and commitments to three borrowers, which were author- 
ized prior to the time I became Administrator of RFC. The three 
loans referred to are: A loan of $37 million to the Lone Star Steel Co 
This loan was authorized in conjunction with one of $50 million made 
under the authority of the RFC Act, thus making a total amount of 
$87 million loaned by the Government to this company. 

The CHatrmMan. Has $87 million been loaned to the Lone Star 
Steel Co.? 

Mr. Cravens. That is correct. 

The CHarrman. Is that current? 

Mr. Cravens. It is current. That loan has not been completely 
disbursed yet. As I will show a little later, that is one loan I have 
in the process. 

Senator Busu. Where is that company located? 

Mr. Cravens. In Texas, with headquarters at Dallas. 

The CuarrMan. The loan is not in default? 

Mr. Cravens. We are going to get rid of it. 

The CuatrmMan. They are in production? 

Mr. Cravens. Yes, sir. 

Senator Futsricutr. Are you going to get rid of it at par? 

Mr. Cravens. We sell no loan at anything but par. 

Senator Futsricut. Is there any Government guaranty as to part 
of it? 

Mr. Cravens. On this particular loan? The negotiations that we 
have now, without revealing the type of negotiation, would call for 
a deferred participation possibly in $30 million of the indebtedness, 
but that has not been set yet. We have not concluded this deal. 

There is no Government guaranty whatsoever in connection with 
any Lone Star securities, in answer to your question. 

Senator Futsricat. I thought that some of the defense agencies 
in recommending the RFC make this loan assumed certain responsi- 
bilities in the nature of contracts? 
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Mr. Cravens. None that I know of. 

Senator Futsricat. In aluminum they did? 

Mr. Cravens. Yes; copper and aluminum. 

Senator Fu.tsrigur. But not in this? 

Mr. Cravens. Not to my knowledge. 

Senator Fusricur. They did get, I am informed, an advance 
acceleration of amortization. 

Mr. Cravens. Yes, rapid amortization. The second loan is a 
loan of $57,185,000 to the White Pine Copper Co. 

The Cuarrman. Where are they located? 

Mr. Cravens. In the northern peninsula of Michigan. We have 
had to authorize another $5,600,000 because of an overrun. This 
project is not completed, but it will be completed in the spring of 
1955 possibly. The third is a loan of $94 million to the San Manuel 
Copper Corp. 

The CuartrMan. Where are they located? 

Mr. Cravens. They are located in Arizona. They are a part of 
the Magma Copper group. 

Senator Fuusricnt. Is that a w holly éwned subsidiary of Magma 
Copper? 

Mr. Cravens. I don’t know whether they hold 100 percent of it 
or not. It is controlled by and substantially owned by them. 

The CHarrman. Where did you say this is? 

Mr. Cravens. It isan Arizona project. It is a tremendous project. 
It is estimated to be completed in about 2 or 2% more years. 

The CuarrMan. They have not produced any copper? 

Mr. Cravens. No. We have only disbursed, I think, around 
$12 million or less. 

Senator FuLtsricut. For the record, I think you ought to indicate 
what agencies of the Government have recommended that this loan 
be made and why. 

Mr. Cravens. They have the certification of essentiality at the 
present time by the ODM, and prior to that, I believe, it was under 
the Department of Commerce, the National Production Authority. 

Senator FuLspriecur. | just wanted it to be clear. 

Mr. Cravens. These are section 302 defense loans and made only 
under certificate of essentiality. 

The Cuarrman. This San Manuel Copper Corp. loan is $94 million? 

Mr. Cravens. Yes. 

The CuarrMan. And they are still not jn production? 

Mr. Cravens. They will not be for 24% or 3 years. 

Senator Funsricur. It was only authorized within the last 2 
years? 

Mr. Cravens. I will give you the date. It was authorized in 
July of 1952 

Senator Futsrient. That is the largest defense loan ever au- 
thorized; is it not? 

Mr. Cravens. I can’t answer that question. 

The CHatRMAN. When was that authorized? 

Mr. Cravens. July of 1952. 

The CuarrMan. Are there any byproducts in addition to copper? 

Mr. Cravens. It is purely copper. 

Senator Bricker. Where is their operation? 

Mr. Cravens. Their operation is in Superior, Ariz., their head- 
quarters. 
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The CuarrMan. You have not disbursed all the funds? 

Mr. Cravens. No. Both that loan and the White Pine are loans 
on which disposal will have to be delayed until the projects are 
completed. 

Senator FuLtsricur. I think the record should be clear that this 
is not a strictly business loan. 

The CuarrMan. I know. It was authorized by section 302 of the 
Defense Production Act. 

Mr. Cravens. Yes. 

Senator FuLtsricutr. This committee at the time, I think, was 
asked by the Administrator—he consulted or asked the advice of 
the committee as to the kind of loan 

The CHarrMan. I have no recollection of that. 

Senator Fu_sriextr. I do. I wouldn’t say asked our advice, but 
consulted, wrote me a letter, and I believe all members of the com- 
mittee. There was a question of significance in defense. 

Senator Busu. The Senator isn’t troubled about the loan; is he? 

Senator FuLtsricur. | am, if you consider it purely from a busi- 
ness point of view. I was at the time. 

Mr. Cravens. | think it should be mentioned that those three 
loans were basically authorized under the Defense Production Act 
except in the case of the Lone Star. $50 million of Lone Star’s $87 
million were authorized under section 4 (a) of the RFC Act, not 302 

The CuarrmMan. We will want a little more information on this 
copper item. 

Mr. Cravens. None of the projects, as I have stated, in relation 
to the three loans is actually completed. The project of the Lon: 
Star Steel Co. is almost completed, and I am pleased to report real 
progress in our negotiations for the disposal of both the section 302 
loan and the section 4 (a) loan to this company. The White Pine 
Copper Co. project will not be completed until 1955, and the San 
Manuel Copper Corp. project will not be completed until 1956. 
When these two projects are completed, disposal efforts should be 
instituted. 

I should say for Senator Fulbright’s information we did dispose 
of the Steep Rock Iron Mines Corp.’s securities at par and did get 
rid of the stock held by the Export-Import Bank amounting to 
$5,700,000 along with them. We don’t sell all corporate securities 
at a discount. 

Senator Futspricur. I am glad that you don’t. 

Have you made an overall calculation as to whether or not the 
reserve set up by RFC for losses is sufficient to cover what you an- 
ticipate will be realized? 

Mr. Cravens. I have made no calculation, sir, but it would seem 
to me without making it that they are adequate. 

Senator Futsricut. They are adequate? 

Mr. Cravens. I think so. 

Senator Futsricur. As a bookkeeping proposition it will show no 
loss when liquidated? 

Mr. Cravens. | think they are adequate. 

Senator Futsricur. | think that is encouraging. I predicted that 
would be true last year. 

The CuarrMan. Gentlemen, what is your pleasure? It is now 20 
after 12. Maybe it would be better if we recess until 2 or 2:30. Do 
you have a lot of questions, do you think? 
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Senator Futsricur. | have a conflict. A subcommittee of the 
Foreign Relations Committee is meeting at 2 o'clock. Would it be 
agreeable to have this go over until next week? 

The CHairMan. Is it agreeable to continue? I can stay here for 
another 20 minutes, but I don’t believe we can finish in that time. 

Senator Futsricur. I would like, if it is agreeable, to have time to 
digest what we have and have another meeting later on. 

The Cuartrman. We will recess subject to the call of the chairman. 
We will place in the record at this point your entire statement and 
any other exhibits or statements you care to offer. 

Mr. Cravens. I| have a few more that I will place in the record. 

The CuarrMan. Any other records that you care to place in the 
record, 

(The material referred to follows:) 


STATEMENT OF KENTON R, CRAVENS, ADMINISTRATOR, RECONSTRUCTION FINANCE 
CORPORATION 


Mr. Chairman, members of the committee, the purpose of my appearance here 
today is to discuss with vou the activities and policies of the RFC sinee I took 
office as Administrator. The time is fast approaching when administration of the 
Corporation and liquidation of its remaining assets will become the duty of the 
Secretary of the Treasury. I know that this committee has a great interest in 
the progress which has been made since passage of the RFC Liquidation Act. 


BACKGROUND 


As background for this discussion it may be helpful to outline briefly the history 
of RFC. 

The Corporation was created by act of Congress, January 22, 1932, for the 
purpose of establishing a secondary source of credit to aid in the stabilization of 
the Nation’s financial institutions. The Corporation began its operations on 

February 2, 1932, with authority to provide credit to agriculture, commerce, and 
industry through loans to banks and other financial institutions, insurance com- 
panies, and agricultural agencies. The Congress later broadened the functions of 
RFC to include authority to purchase the capital stock and debentures of banks, 
and the capital stock of insurance companies, agricultural credit corporations, 
and national mortgage associations. RFC was also given authority to make loans 
to business enterprises, mining interests, agricultural improvement districts, dis- 
aster victims, and public school authorities, and to assist in financing the con- 
struction of public works. Thus it became a primary, as well as a secondary source 
of credit, a new concept of Government financial aid in areas other than 
agriculture. 

Legislation was enacted in 1940, giving the Corporation new responsibilities in 
connection with the national defense program. For the most part, these defense 
programs were conducted through subsidiary corporations which were greatly 
expanded during the wartime period. 

By legislation approved June 30, 1947, wartime lending powers and functions 
of the Corporation were terminated, except with respect to the programs dealing 
with synthetic rubber, tin, and abaca fiber. At this time, the lending activities 
of RFC were confined to business enterprises, including railroads and air carriers, 
financial institutions, political subdivisions of States and Territories, and disaster 
victims. These activities remained substantially unchanged until enactment of 
the RFC Liquidation Act. 

Even though the scope of RFC’s activities had been restricted, the Government 
continued to have vast sums tied up in this far-reaching business enterprise. 
On last June 30, the Government had approximately $1,800 million in programs 
administered by RFC, which, after deducting depreciation charged against the 
synthetic rubber and tin-producing facilities and the abaca fiber plantations, left 
a net investment of $1,400 million. 

This pictogram shows the programs in which those investments remained. The 
largest investment was in the lending programs, followed by those in synthetic 
rubber, tin, miscellaneous assets left over from World War II, and the abaca 
plantations in Central America. 
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Although the $1,400 million shown here is impressive by any standard, it repre- 
sents only a little over 4 percent of the total amount of Treasury funds invested 
in business-type activities. That total, according to the 1953 Annual Report of 
the Secretary of the Treasury, was $32,600 million. A sum of such magnitude 
warrants serious reflection in a Nation dedicated to free enterprise. 


POLICIES OF MY ADMINISTRATION 


This was the situation substantially as it existed when I took office as Adminis- 
trator on May 2. 1953. Speaking in a financial sense, the paramount task then 
confronting the Administration was—without dislocating the eeonomy—to reduce 
the drain on the Treasury and to achieve a balanced budget. My policies in RFC 
have been dedicated to these objectives. 

Basically, the problem was threefold. First, there was the question of reducing 
expenditures in the RFC administrative organization. At the time I became 
Administrator, the Corporation was operating through a field organization of 
28 regional agencies and 6 branch offices. This setup was immediately reorganized 
to 8 regional agencies and 26 branch offices. The consolidation of field-office 
functions had no adverse effect on our relations with borrowers, nor on the adminis- 
tration of loans. It did, however, eliminate substantial amounts of overhead 
expense, and the greater concentration of the workload enabled us to use personnel 
much more efficiently. Within 60 days after I took office, a reduction-in-force 
program was instituted which reduced lending personnel from 1,711 to 942 and 
other personnel from 454 to 370. This meant a saving of $5,400,000 in RFC’s 
annual rate of expenditure. 

Immediately after the passage of the RFC Liquidation Act, I closed all branch 
offices except 1 in Alaska and 1 in Puerto Rico, which terminated another 70 em- 
ployees and further reduced our annual rate of expenditure by $475,000. 

In addition to administrative expenditures, there was also the problem of eurb- 
ing the drain on Treasury funds in loan disbursements. A contribution to this 
goal was made by resetting RFC’s lending policies to limit new authorizations to 
those which served the public interest through direct contributions to defense 
programs or essential civilian activities. Before authorizing any loan to be dis- 
bursed directly by RFC, every possible effort was made to have the financing 
provided entirely by private sources or through participation in bank loans on a 
deferred basis. I want to emphasize that these efforts to secure private financing 
went far beyond statutory requirements. 

Also, we extended our efforts to include loans previously authorized which had 
not been disbursed. With these, the staff of the Corporation sat down and worked 
with the borrowers and their banks in efforts to arrange credit from private sources 
which would take the place of Government loans and permit cancellation of the 
Government’s commitments. We were successful in many such instances. 

In addition to reducing expenditures, and minimizing loan disbursements, we 
also began a program to place RFC loans and investments in the hands of private 
financial institutions. In this, my objective was not only to realize funds to aid 
in balancing the budget but also to strengthen our economy by establishing a 
healthy financia! relationship between RFC borrowers and their banks. This 
program was instituted immediately and was well underway before passage of the 
RFC Liquidation Act. I considered such a program to be mandatory under the 
dictates of sourd management of a Government lending agency and consistent 
with the policy expressed by Congress. This policy was set out in the report of 
this committee when considering the extensior of RFC in 1948: 

“As RFC is intended to be merely supplementary to private sources of credit 
in the country, it is clear that RFC should dispose of loans and investments 
whenever private sources of credit are willing to take them over. If it can sell an 
investment, or if a loan can be refinanced so that RFC can be reimbursed for its 
principal and interest, RFC should make every effort to liquidate its holdings.” 


THE RFC LIQUIDATION ACT 


The RFC Liquidation Act, which was approved July 30, 1953, provided for 
termination of the Corporation’s lending authority 60 days later, or September 
28, 1953, and final liquidation in accordance with the provisions of the RFC Act 
as amended. 

There was nothing in the RFC Liquidation Act to change the policy we had 
been following in placing RFC’s loans, commitments, and investments in the 
hands of private financial institutions. We merely accelerated our efforts under 
this policy upon the passage of this act. 
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The RFC Liquidation Act did provide for the transfer or continuation of certain 
functions previously administered by the Corporation 

The Small Business Administration was established to carry on the small-busi- 
ness and disaster-loan programs 

The function of making loans under section 302 of the Defense Production Act 
was transferred by Executive order to the Secretary of the Treasury, who also 
received, under the provisions of the RFC Liquidation Act, the civil defense 
loan program. 

The act also provided for the transfer of the programs for production of syn- 
thetic rubber, tin, and abaca fiber. The transfer will be made to agencies to be 
named by the President prior to June 30, 1954. Until that time, RFC will con- 
tinue to administer these programs 


SYNTHETIC RUBBER 


The synthetic-rubber program which has been carried on under the authority of 
the Rubber Act of 1948, is the largest of the three production programs The 
Rubber Producing Facilities Disposal Act of 1953 provides for the transfer of 
these facilities to private ownership. The Commission established to accomplish 
this transfer has already made an interim report to this committee on the progress 
of the disposal program. 

TIN 


The next largest of the production programs is that relating to tin. This pro- 
gram has been carried on in RFC under the authority of the joint resolution 
approved June 28, 1947 

Tin has been of extreme strategic and critical importance, and for the past 12 
years a Government tin program has been the major source of supply for this 
country. However, the need for Government participation no longer exists. 
The national stockpile has been filled and industry has been importing all its needs 
since April 1, 1953. 

Because of termination of such stockpiling, the world’s tin production greatly 
exceeds consumption. The smelter production cannot be sold on the open market 
without seriously disrupting prices and complicating international relations 
Continued operation of the Government tin smelter will result in a substantial 
drain on the Treasury. 

Long-range purchases of concentrates and supplies are inherent in a continuing 


tin-smelter operation; however, in view of the above conditio nd in line with 
the President’s budget message that the smelter may not be nes | after June 30, 
1954, the RFC smelter-operating policy has been tempered to permit closing as of 
that date. With the exception of those deliverable under one contract, which 


should present no great problem, all concentrates now on hand or to be received 
will have been smelted prior to June 30. Personnel is being reduced and further 
reductions will follow the sharp curtailment of operations after April. Operating 
supplies are being purchased in quantities sufficient only until June, and necessary 
advance notice of termination will be given in the near future under utility and 
service contracts. We will be faced with the problems of extensive guard service 
and maintenance unless Congress reaches a decision to close the smelter at this 
session. 

Accordingly, it is suggested that the Congress give immediate consideration to 
closing the tin smelter at Texas City by June 30, 1954, with further provisions for 
the disposal of the remaining residues and facilities. I personally feel strongly 
that the justification for a Government tin program no longer exists 





ABACA 


The production of abaca fiber, or manila hemp, in Central American countries 
has been carried on by RFC under the authority of the Abaca Production Act of 
1950. This act remains in effect until April 1, 1960, unless the Congress or the 
President shall direct earlier termination of operations. 

The plantations on which this strategic material is produced are regarded as a 
stockpile in the ground. The program has been reviewed recently by the highest 
echelons of agencies concerned with national-defense policy, and the decision made 
to continue operations at their present level. 

While part of the fiber produced may be used in rotating the inventories in the 
national stockpile, the balance must be sold in the open market. At present the 
industrial demand is limited and prices are low. RFC has an accumulation of 
approximately 50,000 bales. The prospects for the future are not encouraging. 
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There is a decline in United States consumption of abaca, and conditions in 
Central America are resulting in substantial increases in production costs. Con- 
tinued losses can be expected from this program. 


LENDING PROGRAMS 


Referring again to this pictogram, you can see that when the production pro- 
grams are removed the greatest remaining investment is in loans and securities. 

I would like now to show you a chart (1) which gives more detail on the assets 
of the lending programs. The left-hand bar shows the extent of loans, invest- 
ments, and commitments on May 2, 1953, the day I took office. At that time 
RFC had on its books 25,048 loans and commitments amounting to $1,107,500,000. 
The middle bar shows the situation on September 28, 1953, when the Corpora- 
tion’s lending authority was terminated pursuant to the RFC Liquidation Act. 
A comparison of this bar with the left-hand bar shows the progress which had 
been made before termination of RFC’s lending authority. At that time the 
portfolio had been reduced to 24,389 loans and commitments and $1,044,100,000 
outstanding. The last bar reflects the figures on February 28, 1954, and shows 
22,981 loans and commitments and $866 million. The commitments made by the 
Corporation for deferred participation in bank loans are not shown on this chart, 
since the disbursement of Treasury funds is only contingent in such cases. 

You will notice the shaded area in the upper part of each bar. This relates to 
the functions of making loans under section 302 of the Defense Production Act 
and section 409 of the Federal Civil Defense Act, which were transferred to the 
Secretary of the Treasury. 

Instead of setting up a separate organization, the Secretary of the Treasury 
engaged the RFC to act as his agent in the discharge of these functions. For this 
purpose, I was named special assistant to the Secretary of the Treasury. The 
defense production and civil defense lending functions have since been conducted 
under the same policies which were set up for RFC before termination of the Cor- 
poration’s lending authority. Also, the policies previously outlined with respect 
to the disposal of the Government’s investment to private institutions have been 
followed in these functions. 

I now wish to direct your attention to this chart (2) which shows the loans, 
securities, and investments in each lending program administered by RFC as they 
were last September 28, and also shows the progress made in their liquidation up 
to the end of February. 

CIVIL DEFENSE LOANS 


Civil defense loans were made by RFC under section 409 of the Federal Civil 
Defense Act of 1950 with the certification of the Federal Civil Defense Adminis- 
trator. 

A total of 9 loans, amounting to $6,033,000, has been authorized. All of them 
were for the purpose of assisting in the construction of hospitals. Since becoming 
Administrator, I have approved 2 civil defense loans and given tentative approval 
to 2 applications for this type of loan. The 2 loans which I approved were made 
in participation with banks—1 on an immediate participation basis and the other 
on a deferred participation basis. Both applications to which I have given 
tentative approval are to be deferred participations with banks. This leads me 
to believe that the $6 million authorized could have been partially financed by 
private funds, thereby decreasing the drain on the Treasury, relieving the Govern- 
ment of the danger of overruns during the construction period, and the added 
costs incurred thereby, and minimizing the overall risk to the Government which 
is inherent in such loans. 

At the present time there is approximately $2,050,000 outstanding in the prin- 
cipal balances of these loans, and $3,568,000 yet to be disbursed under outstanding 
commitments. There is also 1 loan and 2 tentative commitments which have 
been approved as deferred participations in bank loans. In these cases, there 
will be no disbursement of Treasury funds unless the banks eall for the Govern- 
ment’s share to be taken up. 

Once made, there is no possibility to dispose of these loans. 
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ACQUIRED COLLATERAL 


Included under the category ‘acquired collateral’ are land, buildings, 
machinery, and other property acquired under foreclosure and _ liquidation 
proceedings. There are also included notes and accounts receivable resulting 
preponderantly from the sale of acquired property. 

Since becoming Administrator, I have often been asked about the procedures 
followed by the Corporation with respect to foreclosures and the disposition of 
acquired property under such proceedings. For this reason, I have had prepared 
a statement describing these procedures in some detail. It is rather lengthy, and 
I would prefer not to read it at this time unless the committee so desires. How- 
ever, with the chairman’s permission, I should like to have it placed in the record 
at this point. 

It is my prime objective to sell each acquired property expeditiously with 
maximum return to the Government. Right today (March 26) we are having an 
auction in New Braunfels, Tex., to sell the real estate, leasehold, capital stock, 
and machinery of the Pioneer Worsted Co. On next Wednesday, there will be 
an auction in Dixville Notch, N. H., to sell a completely equipped 300-room 
summer resort hotel and about 2,300 acres of land. Both of these sales are being 
handled by a nationally known firm of industrial auctioneers. 


DISASTER LOANS 


I consider this to be a worthy field in which a Government credit agency may 
operate. The activities in this area need not cost the Government an excessive 
amount to administer. Furthermore, considering that most loans made to 
disaster victims are in the nature of character loans, the relatively low losses 
experienced on loans of this type reflect the sincerity of those who borrowed from 
the Government to rehabilitate their homes and businesses. Out of a total of $69 
million disbursed to 30,386 disaster victims since the beginning of the program in 
1933, a loss of approximately $38,650,000 or only 5.3 percent has been incurred. 

On February 28, 1954, there was $15,631,000 outstanding in 3.359 loans made 
by the RFC to disaster victims. In addition, there were undisbursed commit 


ments amounting to $896,000. Most of these loans were made in the Kansas 
City area in connection with the floods which occurred there in the summer of 


1952. The reduction of $1,842,000 in the total amounts, which the chart shows 
to have occurred between September 28 and February 28, represents either repay- 
ments on principal amounts or cancellation of commitments. 

Considering the purpose and type of loans involved in this program, as well as 
the rate of interest charged, it can easily be understood that no reasonable 
bility exists to dispose of these loans to private financial institutions. Nor should 
they be so disposed of. If these loans are to remain with the Government, | 
believe a more effective servicing job can be performed by the Small Business 
Administration, the agency now designated to carry on this function. For this 
reason, and to expedite the liquidation of RFC, I have recommended to the Bureau 
of the Budget that the President consider the desirability of transferring these 
loans to the Small Business Administration pursuant to the provisions of the 
Reorganization Act of 1949. 


\OSSI]- 





PURCHASE MONEY MORTGAGES 


When the Defense Homes Corporation, a constituent agency of the former 
National Housing Agency, was placed in liquidation, Defense Homes was indebted 
to RFC. The major assets owned by Defense Homes consisted of five multiple 
housing projects. Four of these, McLean Gardens, Fairlington, the Meridian 
Hill Hotel, and Naylor Gardens, are located in the Washington area. The other 
is located in Bremerton, Wash. After World War II these projects were declared 
surplus and they were sold in 1947. Under the terms of the sale, approximately 
10 percent of the purchase price was received in cash, and notes were accepted for 
the balance, secured by mortgages on the properties involved. Two of these 
mortgage notes, with current unpaid balances amounting to about $6 million 
bear interest at 3 percent. The other two notes, with current unpaid balances 
of $35,900,000 bear interest at 244 percent. 

It is my understanding that, in an effort to recover the Government’s invest- 
ment, these very low interest rates were accepted as an inducement to secure the 
highest purchase price possible in the market existing at that time. 

Subsequently, the Government Corporation Appropriations Act of 1949 trans- 
ferred these purchase money mortgages, together with the other assets and liabili- 
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ties of Defense Homes, to RFC for liquidation. At the present time, the unpaid 
principal and accrued interest on these mortgages amounts to $41,900,000. There 
can be little question that these mortgages are amply secured, and would, there- 
fore, be attractive to investors. However, as I pointed out, the interest yield is 
well below prevailing rates, and to dispose of them to private investors would 
require sale at a very substantial discount. 

If they are to remain with the Government until maturity, these mortgages, 
like the disaster loans, should be transferred to an agency now administering 
similar assets. In this case that would be the Housing and Home Finance Agency. 
I have recommended to the Bureau of the Budget that consideration be given to 
such a transfer pursuant to provisions of the Reorganization Act of 1949. 


FINANCIAL INSTITUTIONS 


Loans to financial institutions and investments in their capital stock were 
acquired under section 5 of the original RFC Act, and section 304 of the Emer- 
geneyv Bank Act. The chart shows the remaining assets from what was once the 
largest peacetime RFC program. At the peak in 1934, assets in this program 
amounted to nearly $2,200 million. 

When I became Administrator, there was about $46 million outstanding in the 
securities and notes of 62 banks. This has been successively reduced and at the 
present time the issues of only 15 banks remain. Our disposal methods for these 
assets have been primarily to encourage the banks concerned to retire their obli- 
gations, either out of earnings, or, more frequently, out of new capital. 

By far the greatest part of the remaining amount is represented by the secu- 
rities of four banks. In three of these there is still considerable capital impair- 
ment. For one reason or another, the banks have been unable, to date, to raise 
new capital, and as a result we must follow one of two courses of action. One 
would be to find new investors acceptable to the supervisory authorities who 
would provide the necessary funds to recapitalize the banks and retire the Gov- 
ernment’s securities. The second course of action would be orderly liquidation 
of the banks to realize the maximum value of their assets. The latter alternative 
would not be undertaken unless there were ample banking facilities in the com- 
munity. Regardless of the limited alternatives, I feel it highly desirable for the 
Government to liquidate these investments even in the face of an inevitable loss. 
The remaining banks have had 20 years to put their houses in order, and it is 
quite apparent that something more than time is necessary to liquidate their 
indebtedness to the Government. 


LOAN TO THE REPUBLIC OF THE PHILIPPINES 


By an act of August 7, 1946, the RFC was authorized to lend up to $75 million 
to the Philippine Republic, after consultation with the National Advisory Council 
on International Monetary and Financial Problems. The purpose of the Congress 
in enacting this authority was to assist the Republic of the Philippines in reha- 
bilitation and reconstruction projects after World War II. A loan of $70 million 
was subsequently made under this authority. As the chart shows, the remaining 
balance on this loan last September 28 was $48 million. The balance at the 
present time is $45 million. The loan is being reduced by semiannual payments 
of $3 million. 

Since this loan will remain with the Government for continued servicing, I 
have recommended to the Bureau of the Budget that consideration be given to its 
transfer to the Export-Import Bank, pursuant to the provisions of the Reorgani- 
zation Act of 1949. 


PUBLIC AGENCIES 


The next bar on the chart shows the securities of public agencies which have 
been purchased by RFC. On last September 28, there was $66,550,000 outstand- 
ing or committed. 

The chart shows that we have made substantial progress in liquidating these 
assets. On February 28, 1954, the securities and commitments remaining 
amounted to $30,836,000, of which $19,030,000 are in default or serious trouble. 
This moderately sized remaining portfolio, after eliminating the problem securities, 
represents a large number of small issues with no concentration and little 
investor appeal. 

One of the means by which we have undertaken to dispose of RFC’s public 
agency securities is by advertised sale. Incidentally, I should like to mention 
for the record at this point a very important step which was taken in our liquida- 
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tion program. As soon as possible after the books were closed on September 28, 
and the figures became available, I had a booklet prepared which listed or de- 
scribed all of the assets of RFC and gave their disposal status. This booklet 
was given the widest possible distribution in an effort to familiarize all interested 
parties everywhere in the country with our liquidation program. Copies were 
also sent to every Member of the Congress. 

lo return now to the advertised sale of RFC’s public agency securities, the 
first block offered under this program amounted to $9,284,000, for which sealed 
bids were opened on November 17, 1953. 

In considering the results of this disposal program, it must be pointed out that 
these assets are a hodgepodge remaining from activities under many authorities. 
he interest on some of the securities is exempt from Federal income taxes. 
The list included bonds or securities of irrigation companies, water companies, 
hospital associations, waterworks, sewer districts, municipal gas systems, a 
municipal transit system, levee districts, and so forth 

Che offering of these securities in the advertised sale included 171 lots, divided 

to three YTOUDS revenue bonds, general obligation bor ds, and special &assess- 
ment bonds. Bids were invited for the entire offering as a unit, for any one 
group as a unit, or for any individual lot. 

The results of this advertised sale were not impressive. Out of 171 lots offered, 
bids were received on only 98, and they showed a wide price range. There were 
no acceptable bids for the entire offering, cr for any of the three groups. Out of 
98 lots for which bids were submitted, bids for only 39 lots having a par value of 
$1,600,700 were acceptable. These accepted bids amounted to $1,492,982, plus 
accrued interest. 

Our efforts to dispose of the remaining securities did not stop, however, because 
there were no acceptable bids for most of the lots. Wethen entered into negotia- 
tions with prospective purchasers, and these efforts resulted in the sale of addi- 
tional lots with a par value of $2,108,200. The amount received from the sale of 
these lots totaled $2,017,545, and accrued interest. 

Let me give you a few examples of how negotiations produced better results 
than the sealed bid sales: Lot No. 136 was $309,000 on bonds issued by the 
Indian Grave Drainage District of Adams County, Ill. There were no bids 
received for this issue, which might lead one to believe that the bonds were of 
little value However, through negotiations these bonds have since been sold for 
95 cents on the dollar. Lot No. 142 was $195,000 in special assessment bonds of 
Vinnetka, Ill. The highest bid received for these in the advertised sale was 22 
cents on the dollar. Obviously, this bid was unacceptable, but through negotia- 
tions we have been able to sell them for 93% cents on the dollar. Lot No. 88 was 
$23,000 in the refunding bonds of Levee Improvement District No. 3 of Hopkins 
County, Tex. The high bid for these was 82% cents on the dollar, but through 
negotiations the high bidder later increased his offer to 9044, and this offer was 
accepted. 

Altogether, since September 28, 1953, the RFC has sold 94 public agency 
security issues with a face value of $34,761,240, and has received for them 
$33,670,957. 

GUARANTEED MORTGAGES 


These mort gag were acquired by the RFC Mortgage Company, a former 
subsidiary of RI They were transferred to RFC in accordance with Public 
Law 132, 80th Congress. 

The chart shows that there was $67,115,000 in this category at the end of last 
September. Our most current figures at February 28 show the outstanding 
balances of these mortgages amount to $64,500,000. The reduction made since 
September 28 is entirely attributable to principal repayments. 

All of these mortgages—there are now about 15,300 of them—represent loans 
forhome purchases. The vast majority are partially guaranteed by the Veterans’ 
Administration. A very few are insured by the Federal Housing Administration. 

Most of the mortgages are dated in 1947, and about 60 percent of them had an 
original term of 20 years; nearly 30 percent of them had original terms of 25 years. 
The average size is now about $4,200 and the interest rate on the great majority, 
the VA mortgages, is 4 percent. They are located in about two-thirds of the 
States, with the greatest concentrations in Alabama, Georgia, Michigan, Okla- 
homa, and Texas. The relatively small average size of these mort gages constitutes 
a serious deterrent in their disposal to private investors. Because of size, poor 
area concentration, and low interest yield, sale can only be made at substantial 
discounts. 
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A possible solution to the problem of disposing of these mortages would be to This | 
merge them with the mortgage portfolio of the Federal National Mortgage price 
Association. This would permit their inclusion in blocks of the more attractive Un 
mortgages held by FNMA, where they could be sold at a more advantageous price. these 
I have recommended to the Bureau of the Budget that the President consider the F 
the desirability of transferring these mortgages to FNMA pursuant to the pro- paym 
visions of the Reorganization Act of 1949. ed ~ 
a 
RAILROADS fund, 
, ’ , ” hopet 
In one form or another, making loans to railroads, or purchasing their securities, mone 
was a function of RFC from the passage of the original Reconstruction Finance Ik 
Corporation Act untilthe RFC Liquidation Act terminated all of the Corporation’s whicl 
lending authority. At onetime, in the year 1935, outstanding loans, investments, plish 
and commitments to railroad companies reached approximately $600 million. p. 38 
On September 28, 1953, RFC holdings of railroad obligations amounted to 
$85,100,000, which included $6,600,000 of securities accepted in the reorganization 
of companies indebted to RFC, and one loan made under section 302 of the he 
Defense Production Act. Nearly $71 million of the total was represented by the large 
securities of the Baltimore & Ohio and the Erie Railroad Co.’s. liqui 
The securities of the Erie Railroad, which were acquired by RFC when the the g 
Erie Railroad was reorganized, were 4% percent income mortgage bonds, series expe 
A, due January 1, 2015. The principal amount of these bonds was $10,571,000. com! 
However, because other bonds of the same issue were selling below par in the strer 
market, they were carried on the books of the Corporation at $5,948,960. i 1] 
These securities were sold by RFC in October and November of 1953. tion 
Immediately prior to the sales, they were quoted on the New York Stock Exchange as tl 
at prices in the low 70’s. Obviously, any substantial offering would depress the 1953 
market. Therefore, I consider that we were very fortunate in moving these repo 
securities out in two blocks at slightly above the market price. 30. 
The largest issue of railroad securities remaining in RFC is the $65 million of The 
Baltimore & Ohio 4-percent collateral trust bonds due January 1, 1965. The sink- ; sect 
ing fund requirement on these bonds amounts to but $413,000 annually, so you . The 
can see that a very substantial balloon payment must be made when the bonds Act. 
mature. Since RFC holds the entire issue of these bonds, there are no market re 
quotations available. Nor is there any other outstanding bond issue which can be 4 Deft 
used for comparability in arriving at a true market evaluation. These B. & O. Tre: 
securities are collateral trust bonds, an unusually large issue, secured by a varied Loa 


list of bonds, stocks, notes, and other properties pledged with the indenture trustee. 
Included in the pledged collateral are approximately $102 million principal 
amount of the B. & 6.’s own refunding and general mortgage bonds, and the 
largest concentration of share holdings in two of the Nation’s major railroads— 
the Reading and the Western Maryland. Although the bonds are very well 
secured, collateral trust bonds of railroads do not appear to be as popular with 
investors as first mortgage bonds. 

In an effort to solve the situation, we have been working with the B. & O. 
since early last summer in an effort to obtain in exchange for the bonds new 
collaterally secured bonds which would have serial maturities each year and 
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therefore be more marketable than the existing bonds. We had just about Def 
succeeded when the B. & O. decided to shelve the proposed refunding for the time two 
being. Shortly after receipt of advice from the B. & 6. that it would not proceed whi 
with the proposed refunding of the bonds, we decided to put the bonds up for 3 lo 
public sale, with the hope that due to easier money conditions we might obtain an was 
acceptable offer. A nationwide advertisement of our invitation to bid was of t 
published on February 26, 1954, and a reprint of the advertisement was imme- : me 
diately circulated to approximately 2,500 security dealers and investors who ; Coy 
heretofore had indicated an interest in our railroad holdings. The closing date ; I 
for receipt of bids was fixed as March 15, 1954. Copies of the terms and condi- : pro 
tions for submitting bids, and the form of bid, were requested by and sent to pre 
more than 40 individuals and firms. sec 
Our invitation was for bids for the purchase of the bonds as a whole or in any ; be 
part. : cor 
We received only 2 bids, 1 of which was for $10,000 principal amount of : she 
the bonds, at par plus accrued interest, and was conditioned on the RFC institut- ; ] 
ing litigation against the B. & O. This bid was declined because the terms and my 
conditions were unacceptable. The only other bid was for the entire $65,000,000 ; dis 
rincipal amount cf the bonds and was in the amount of $55,575,000, plus accrued Act 


interest, which is at the rate of $85.50 for $100 principal amount of the bonds. 
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This bid was also declined because the RFC did not desire to sell the bonds at the 
price offered. 

Under the existing circumstances, our only hope of being able to dispose of 
these bonds at a satisfactory price appears to be to continue to negotiate with 
the B. & O. We have requested the company to make voluntarily a substantial 
payment in retirement of the bonds which we hold. To date, however, our efforts 
to obtain such a payment have not been successful. 

The B. & O. has recently allocated a large sum to its surplus income sinking 
fund, which must be applied to the retirement of its indebtedness, and we are 
hopeful that the company will see its way clear to apply a large portion of these 
moneys to the reduction of the collateral trust bonds held by RFC 

I have here a list of the railroad securities held by RFC on last September 28, 
which shows their present status, including details on the sales already accom- 
plished. This can be placed in the record, if you so desire, Mr. Chairman. (See 
p. 38. 

BUSINESS LOANS 


I would like now to discuss the business loan portfolio which constitutes the 
largest single class of RFC assets. It is in this area that a successful program for 
liquidation will produce the greatest benefits to the Government. This is because 
the greatest sums are invested here, because the largest element of administrative 
expense incurred by the Corporation arises from administration of these loans and 
commitments, and finally, because a sound program of disposition can materially 
strengthen the Nation’s economy. 

I have had a separate chart (3) prepared which pictures the progress of liquida- 
tion of business loans. This chart shows the loans, securities, and commitments 
as they were on May 2, 1953, the day I became Administrator; September 28, 
1953, the day the RFC lending authority terminated; the most current date of 
reporting, February 28, 1954; and our estimate of what will remain on next June 
30. You will notice that there are two types of business loans shown on the chart. 
The largest bars, on the left, represent the loans and commitments made under 
section 4 (a) of the RFC Act, and section 714 of the Defense Production Act 
The other bars represent loans made under section 302 of the Defense Production 
Act 

To clarify a point which may be confusing, loans made under section 302 of the 
Defense Production Act were disbursed from funds borrowed by RFC from the 
Treasury under an allocation of Defense Production Act borrowing authority. 
Loans made under section 714 of the Defense Production Act were disbursed from 
funds borrowed from the Treasury under the general borrowing authority of the 
RFC Act 

You will recall my earlier statement that the function of making loans under 
section 302 of the Defense Production Act is continuing under the direction of the 
Secretary of the Treasury, and therefore this part of the lending program is not in 
liquidation. However, believing that Government investments in business enter- 
prises should be transferred to private hands whenever possible, I have made the 
same determined effort to dispose of the section 302 loans as I have in the case of 
the section 4 (a) loans 

The chart shows that the loans and commitments made under section 302 of the 
Defense Production Act amounted to about $280 million on May 2, 1953. About 
two-thirds of this total was made up of loans and commitments to three borrowers, 
which were authorized prior to the time I became Administrator of RFC. The 
3 loans referred to are: A loan of $37 million to the Lone Star Steel Co. This loan 
was authorized in conjunction with one of $50 million made under the authority 
of the RFC Act, thus making a total amount of $87 million loaned by the Govern- 
ment to this company. The second is a loan of $57,185,000 to the White Pine 
Copper Co. The third is a loan of $94 million to the San Manuel Copper Corp. 

None of the projects financed by these three loans is actually completed. The 
project of Lone Star Steel Co. is almost completed and I am pleased to report real 
progress in our negotiations for the disposal of both the section 302 loan and the 
section 4 (a) loan to this company. The White Pine Copper Co. project will not 
be completed until 1955, and the San Manuel Copper Corp. project will not be 
completed until 1956. When these two projects are completed, disposal efforts 
should be instituted 

Before discussing business loans made under the RFC Act, I should like to state 
my general policy in the disposal of business loans. This policy is to arrange for 
disposals which will recover 100 percent of the Government’s investment, plus 
accrued interest, and at the same time guard against any dislocation of the 
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Nation’s economy. That means working with the borrowers and placing them 
in sound financial hands which not only enables us to recover the Government’s 
investment, but also establishes a normal financial relationship between bank 
and borrower. 

There were a limited number of instances where RFC had purchased the se- 
curities of business enterprises instead of granting loans. Organized markets 
exist for the sale of such securities, which is not the case for loans, per se. Where 
markets were found for the securities of business enterprises, disposal efforts were 
concentrated in those markets. I can give you two examples in which we sold the 
securities of business enterprises in the market. The first is that of Reynolds 
Metals Co. At the time of the sale, the Corporation held Reynolds mortgage 
serial 4-percent securities, due annually to 1967, with a par value of $20,991,600. 
Other outstanding debt of the company totaled over $250 million. In order to 
develop investor interest in the Corporation’s holdings we canvassed the field of 
financial institutions holding the largest blocks of securities, and investment 
firms familiar with the flotation of the publicly held issues. 

At no point during the many conversations held in the hope of developing a 
good market for these bonds was there any indication that we would receive a par 
bid for the issue. As a matter of fact in order to attract the ultimate purchasers, 
the company found it necessary to put out a new issue at a higher interest rate. 
The Corporation’s holdings were sold to institutional investors for a price of 
$20,057,187, including $115,167 representing accrued interest. 

The other example is Steep Rock Iron Mines, located in Canada. These se- 
curities were purchased by RFC during World War II when development of iron- 
ore supplies was a matter of great concern. The par value of the Steep Rock 
securities sold was $4,300,000, and the price received was $4,335,833, including 
$35,833 for accrued interest. Incidentally, we included in this transaction, at 
par, the securities of the Steep Rock Iron Mines held by the Export-Import Bank, 
amounting to $5,700,000. 

To facilitate planning, we separated the business loans into 3 groups: The 
borrowers with loans and commitments aggregating $10 million or more, those 
with loans and commitments aggregating between $500,000 and $10 million, and 
those with less than $500,000. These groupings are shown on the chart as they 
were on September 28, 1953. The borrowers who had loans and commitments 
totaling more than $500,000 were relatively few in number, but dollarwise made 
up the greater part of the whole portfolio. 

The efforts to dispose of these larger loans and commitments were concentrated 
along these lines: All of the experienced loan people on the Corporation’s staff 
were named as my special representatives and were sent out to interview these 
larger borrowers and review their financial and operating records. This infor- 
mation gave me a thorough understanding of the loans and enabled me to appraise 
them. I was then able to determine the ways and means for disposal, and the 
logical financial institutions to approach for refinancing of the loans. 

These representatives elso sat down with the borrowers and their bankers and 
attempted to negotiate a transfer on a basis acceptable to all parties concerned. 
The guiding policy was to work out the borrowers’ problems and to help them 
arrange financing with private lending institutions. In effect, the entire lending 
staff of RFC has thrown its full weight behind this program of securing better and 
continued financial assistance to our borrowers. Also, both borrowers and bankers 
have been most cooperative in this effort, and many arrangements have been con- 
summated whereby the Government’s investment in these larger loans has been 
retired through private refinancing. In some cases, banks made direct purchases 
of RFC loans; in others, loans were disposed of on a deferred participation basis. 
Let me emphasize that throughout this program there has been no disposal of an 
RFC business loan for anything except face value, and no arrangements were 
made or contemplated which could cause the borrower any embarrassment or 
create any new problems for him. 

It should be noted that RFC business loans bear interest at rates of from 4 
to 5 percent, depending upon the schedule in effect at the time the loans were 
authorized. For the most part, these rates are below recent rates found in the 
money market for loans of a comparable nature. Consequently, it required 
most persuasive selling to induce the borrowers’ banks to take over our loans, 
No other method of disposal is proper or feasible. To advertise for bids on these 
loans would certainly have been to admit that their sale at a discount was con- 
templated. It would be unthinkable to dispose of a borrower’s loan to anyone 
but a lender of his choosing. An outside investor must, by necessity, have an 
ulterior motive to acquire a borrower’s loan, and under no circumstances do I 











LIQUIDATION OF 
ian bik Gack ned BUSINESS LOANS AND COMMITME 


500 


Sec. 714 


4648 Loans 


400 $ 397,900,000 

















RFC and 
Sec. 714 
3,850 Loans 
sa Sec 302 $290,000,000 _ 
200 Loans 
UY S 302 
$ 266,662,000 PROCESS y ae 
ee — on 7 Y 
[7 under $ 50000 74 Y $248.000,000 
145 Loans $20,499,000 Ye Yi: WM) , ' 


}5,206 Loans 








Loons Y 
as — Y 





3 500,000 to 1 PROCES: 
% $ 10 million OF SALE OR 


REPAYMENT 


$500,000 
to $lOmillion 
52 Loans 
% 57,992,000 


Zs 10 maillian ; 



















200 76 Loans 


$ 85,987,000 


A 





233 Loans 
S 279,521000 


iN PROCESS - $/92,000,000 







Vi ffy 


= $10 million 





LL 





TO 00 
$50,000,000 





Detroit Stee! 
$ 35,766,000 








PROBLEM 
$48,000,000 


nT 





0 





May 2, 1953 September 28, |953 February 28, 1954 
* EXCLUDES COMMITMENTS FOR DEFERRED PARTICIPATIONS 














LIQUIDATION OF nr > 
OANS AND COMMITMENTS 


MILLION DOLLARS 







ancn-cssoserieacagiind laste cng anil ia aemeetali cailey 500 
400 
RFC and 
Sec. 714 
3,850 Loans 
aie $ 290,000,000 300 
200 Loans Y 
$ 266,662,000 PROCESS hoe 
ete on / 165 Loans 
[Zinder $ 50000 4 G G 248 000.000 
145 Loans $20,499,000 Yili : . ' 
jy oons 7% 


ZZ, $17,000,000 7 


Yj 


$ 500,000 Z 
to $1Omillion 
Z52 Loans Z 
S 57,992,000 









Sec. 302 
$ 183,000,000 200 


eu 
2!,829, 







i 
3 


IN PROCESS - $/92,000,000 


g 


a 











RFC and Sec. 7/4 
$113,000.000 


, 







$57,171,000 


MLL Ls dZ, 
San Monuel 


$ 94,000,000 


YW 


a 


PROBLEM 
38 Lees 4 
3,000,000 4% 


February 28, 1954 June 30, 1954 


ESTIMATED 


(jf 
1h 


White 
ond 
San Manue 
$ 151,171,000 


2 


100 


A, 
yy 


Yi 
4, 





O 
f 


C 


TO 00-$171,000,000 


ie, 
Detroit Stee! J 
$ 35,766,000 g 


TO 00 
$50,000,000 












PROBLEM 
$48,000,000 





0 






45628 © - 54 Face p. 54 








intend 
help tl 
For 
to nea 
I 
amoun 
which 
tiation 
be plac 
Whi 
} is 
d900, 01 
to mov 
$200,001 
for pri 
upon 
the s 
vou de 
loans | 
consul 


The 
be ap] 
and ba 
and th 


with lo 


of thes 
than 


D 


withou 
desire 
truly n 
erated 
service 
The 
that se 
Gover 
cash to 
both la 
and, tl 
comm 
betwee 
substar 
enterpr 
loans a 
The 
smaller 
under 
an un] 
By 1 
vestors 
represe 
interes 
3'% per 
As it ] 
holdin 
The 
at his lk 


————————————<<———— ii “~~. 


PROGRESS REPORT ON RFC LIQUIDATION 


- 


intend to embarrass any borrower or take that calculated risk My job is to 
help the borrower and not to create financial embarrassment 
For these reasons, our efforts to dispose of the larger business loans were limited 


to negotiations between RFC, the borrowers, and the borrowers’ banks 

I have here a list of all borrowers whose loans and commitments from RF¢ 
amounted to $500,000 or more last September 28 Chis list notes those loans for 
vhich private refinancing has been arranged and also indicates those where nego 
tiations now underway point to private refinancing at an early date. This car 
be placed in the record if you so desire, Mr. Chairman See p. 63.) 

While this phase of the liquidation program was developed with primary em- 
phasis upon the larger loans, we did not stop at the arbitrary dividing line of 
$500,000 \ concentrated effort was made by my experienced staff examiner 
to move out of the Government’s hands all sound ioans with balances exceedins 
$200,000. Furthermore, whenever likely opportunities were found to negotiate 
for private refinancing of loans with still smaller balances, these, too, were acted 
upon Many successful arrangements were consummated in these cases unde 
the same procedure and policies followed with respect to the larger loans Should 


vou desire, Mr. Chairman, I will furnish for the record a list of all RFC business 
loans under $500,000 for which successful refinancing arrangements have been 
consummated up to the present time 


DISPOSAL OF SMALLER BUSINESS LOANS 


The problem ol disposing of the great bulk of the smaller business loans had to 
be approached in a different manner. Individual nezotiations with borrowers 


and bankers were out of the question because of the lar 





re number of loans involved 
and the small average size. Last September there were nearly 4,500 borrowers 
with loans and commitments amounting to less than $500,000; in more than 4,000 
of these cases, the individual balances were under $100,000; in the cases of more 
than 2,800 borrowers, the amount due on these loans was less than $25,000 





lo solve the disposal problem of these smaller loans, RFC and banking group 
undertook a special study with the object of developing a plan whereby tl! 
Government's investment could be taken over by private financial institutio 


This study culminated in the loan pool plan announced on January 26, 1954 
RFC LOAN POOL PLAN 


This study and the resulting loan pool plan could not have been accomplished 
without the full, voluntary cooperation of the Nation’s bankers and their sincere 
desire to contribute to a sound economy The plan which has been developed is 
truly nationwide Banks of every size from every section of the country coop 
erated with the Government and industry in the performance of a vital economic 
service 

The benefits which will accrue under this plan are thes 1) It is estimated 
that servicing and administration costs of about $15 million will be saved by the 
Government; (2) the proceeds from the sale of certificates will provide immediate 
eash to the Government and assist in balancing the budget; (3) hundreds of banks, 
both large and small, in all sections of the country will participate in the program; 
and, through the bank servicing arrangements, borrowers and banks in their own 
communities will be brought together, thereby restoring a normal relationship 
between this group of borrowers and private lending agencies; (4) the plan will 
substantially reduce the area of Government financial assistance to private 
enterprise; (5) the plan is designed to protect the taxpayers’ investment in these 
loans and assure the recovery of every possible dollar 

The plan provides for the sale of an approximate 65 percent interest in RFC 
smaller business loans \n examination of the entire group of loans was made 
under the direction of a voluntary bankers’ committee and 2,850 loans, having 
an unpaid balance of approximately $75 million, were placed in the pool 

By means of newspaper advertising and direct contact, banks and private in- 
vestors have been offered an opportunity to purchase certificates of interest 
representing an undivided share of the loans in the pool. These certificates of 
interest will be issued in units of approximately $5,000 and will bear interest at 
3% percent per annum The certificates of interest may be sold or transferred 
As it looks now, we will have more than 1,000 banks and individual investors 
holding certificates 

The borrower, instead of sending his payments to RFC, will make his payments 
at his local bank, which will act as aservicing agent. Collections made by servicing 
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agents will be forwarded, through the Federal Reserve System, to the Federal 
Reserve Bank of Chicago, which is acting as fiscal agent for RFC. The fiscal 
agent will maintain separate accounts for principal and interest collected. 
Interest collected from borrowers will be applied first to the servicing agents’ 
fees, then to fees and expenses of the fiscal agent, then to interest on the certifi- 
cates at the rate of 3% percent, and then to interest on RFC’s participation. Of 
the interest collected on RFC’s participation, immediate payment will be made 
at the rate of 34 percent, with the balance deferred. The remaining funds in 
the interest account will accrue until all contingencies have been met and there- 
after will revert to the Government. 

Principal payments received from borrowers will be applied to reduce the out- 
standing amount of certificates of interest until the aggregate of the certificates 
is reduced to an amount approximately equal to RFC’s initial 35-percent invest- 
ment. Thereafter, since their interests are approximately equal, principal col- 
lections will be shared by both, with the proviso that when RFC’s interest has 
been reduced to $15 million, it will remain constant until the certificates of interest 
are completely retired. 

A central advisory committee will be named by the certificate holders, and this 
committee will appoint a regional advisory committee in each Federal Reserve 
district. The primary function of these committees is to maintain careful super- 
vision of the pooled loans through the servicing banks in their districts, and to 
hold to the lowest possible point any losses which may be sustained. In almost 
every instance, the servicing bank will be the borrower’s bank of account, 
thereby eliminating the long distances and accompanying red tape to which he 
has been subjected heretofore in dealing with regional offices of REC. 

I have here two charts which will help explain how this plan works. On this 
chart (4) there is shown at the left-hand side the respective interests of RFC and 
the certificate holders at the time the certificates were issued. Then, extending 
to the right, these respective interests are shown by quarters during the next 5 
years. The projection upon which this chart is based does not contemplate any 
unusual experience in either prepayments or delinquencies. Actually, we expect 
that most of the loans in the pool will be refinanced by the banks designated as 
servicing agents when they become more intimately acquainted with the borrow- 
ers’ financial condition and requirements. This would, of course, compress the 
picture as shown on the chart and greatly accelerate final liquidation of the pool. 

On this chart (5) the bars on the left show the total anticipated interest collec- 
tions from loans in the pool, and the distribution of amounts collected to certificate 
holders and to RFC. The two bars on the right show a breakdown of the interest 
yield. It is contemplated that the Government will receive the full interest 
yield, which averages 4.7 percent, on its share of the pooled loans. The difference 
between the 34 percent which will be paid to the certificate holders and the 
average yield of 4.7 percent on the participants’ share of the pooled loans will be 
available to meet all loan servicing costs. Under the fee schedule provided in our 
agreement with servicing agents this should be more than adequate to meet such 
costs. This means that, barring unforeseen contingencies, a fairly substantial 
sum will ultimately revert to the Government in addition to the 4.7 percent 
yield on the RFC share of the pooled loans. 

So far in this discussion of the loan pool I have outlined only the broad features 
of the plan. To take up all the many details would require an excessive amount 
of time. I have brought with me copies of the loan pool agreement, which you 
may have for further study. This may also be inserted in the record, if you so 
desire, Mr. Chairman. 


SUMMARY OF LIQUIDATION POLICY 


Before concluding, I would like to spell out again the general features of the 
policies under which RFC is being liquidated. Our first aim is to secure the high- 
est possible return to the Government. All loans, as differentiated from securities 
or other assets, are being and will be disposed of only at face value. Face value 
means just that—not one cent discount. 

If disposal cannot be made on this basis, arrangements will be made to have all 
such loans, except problem loans, serviced under Government supervision by 
private financial institutions, until they are self-liquidating or satisfactory dis- 
posal can be effected. 

In all of our efforts to dispose of loans we will continue to cooperate with the 
borrowers and place them with financial institutions best suited to serve their 
needs. 
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All securities and assets, other than loans, for which a market exists have been 
and will be sold on the basis of the market price. Factors influencing the money 
markets are not controllable by RFC and obviously we cannot control the prices 
available tous. Guessing the market is admittedly difficult and ““Monday morning 


quarterbacking”’ will always reveal errors in judgment Nevertheless, in each 
and every sale which has been made, it has, in my considered judgment, been in 
the best interests of the Government. The controlling factors have been (1) did 


the market price available reflect the value of the security; (2) did the discount 
involved, if any, bear a proper relationship to the cost of Government funds and 
the speculative risk of holding the issue to maturity. In other words, could we 
afford to sell? It is my opinion that no marketable security, once acquired by 
the Government, should be held when the market affords a reasonable disposai, 
and the taxpayers’ money should never have been used to speculate in securities 
in that manner. 

Throughout all of our liquidation efforts there have been no secret or under- 
hand arrangements. I mentioned previously the booklet containing full dis 
closure of our assets, which we distributed all over the Nation. All negotiations 
and offerings have been and will be made in the clear light of day. Published 
announcements and advertisements of all offerings have been and will be made in 
all cases where the potential returns justify the expense. 

I would now like to show you a chart (6) which presents the details on securities 
which have been sold. The left-hand bar shows the RFC earrying value of the 
securities at the time of sale, arranged according to type. The right-hand bar 

hows the amounts received from the sale and points out whether the sales resulted 
in a profit or loss. The details of each case included in the chart will be found on 
this list, which may be included in the record if you wish, Mr. Chairman. 

As I mentioned earlier, the RFC now holds certain classes of assets whose 
ultimate liquidation is likely to be prolonged I have reference to such items 
‘Yr loans, the guaranteed mortgages, the loan to the Republie of the 





as the aisast« 





Philippines, and the Defense Homes purchase money mortgages. There are other 
agencies of the Government now handling the administration of the same or 
similar functions. To expedite the liquidation of RFC, and to achieve a savings 
in administrative costs, these assets should be transferred from RFC and placed 
as I have recommended, in continuing agencies equipped to handle them. If this 


is done, liquidation after June 30 of this year will be relatively simple, extremely 
controllable, and not of undue duration. 


ORGANIZATION FOR LIQUIDATION OF RFC 


Administration of large numbers of loans and other assets scattered throughout 
the Nation requires an extensive organization If I had elected to liquidate 
RFC by letting nature take its course, a large administrative organization would 
have been required for many years to come. However, by the efforts we have 
made, particularly the bank pool plan, the need for a complex organization has 
been done away with and it is now possible to centralize and reorganize, with 
attendant savings in overhead and other administrative costs. 

This chart (7) illustrates the savings made possible under our liquidation 
plans. The entire shaded area represents the estimated cost of administering 
the assets of RFC for the next 6 years, if the loans included in the bank pool 
plan were administered from a central RFC office. The lighter shaded area 
represents the minimum savings in administrative costs which are expected to 
result from the servicing of pooled loans by local banks. Under the plan, there- 
fore. costs will be reduced to the level shown in the heavily shaded area, which 
represents the maximum expense we now anticipate in the liquidation of RFC’s 
remaining assets. 
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. CHART 6 
SECURITIES SOLD BY RFC 


SEPTEMBER 28,1953 — FEBRUARY 28,1954 
MILLION DOLLARS 
80 


CARRYING VALUE LIZED FROM SALES | 
$69,726,000 a . 


$69,016,000 


: 
INANCIAL INSTITUTIONS / : 
$4,252,000) 


F & RAILROADS © ~ 
“©, $6,001,000... 


BUSINESS 
ENTERPRISES 
BUSINESS 
$25,291,000 ENTERPRISES 
$24,242,000 





*INCLUDES SECURITIES RETIRED IN ADVANCE OF MATURITY. 


CHART 7 


ADMINISTRATIVE EXPENSES 
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The projected expenses shown by the shaded area are based upon past cost Busin 
experience and past experience with respect to the ratio of delinquent and problem 
loans, which are the most expensive to handle. Under the loan-pool plan, the 
local banker, because of his first-hand knowledge of the borrower’s problems, can 
do a much more effective job of servicing a loan than RFC has been able to do. 

It is reasonable to assume, therefore, that under this plan there will be fewer 
delinquent and problems loans than RFC has experienced. Conversely, if the 
loan-pool plan were not in effect and these widely dispersed small loans were 
being serviced from a central RFC office, it is certain that a much higher per- 
centage of delinquent and problem cases would develop than RFC has experienced 
in its former decentralized operations. This would alter the workload factors 
used in the projections and would materially increase the expense shown in the Sinhes 
shaded area. Our projections would be altered in still another way. If the Pa 
pooled loans were serviced from a central RFC office, the distances involved would Bel 
require more man-hours per loan than were required in the former field organiza- ade 
tion of RFC. Travel and communication costs per loan would also be greater. — 
To this extent the unit costs which we have used in our projections are understated. Co. 

The extent to which the workload and cost factors we have used should be ~ 
modified cannot be determined with exactitude, since RFC has had no experience Califor 
in servicing a loan portfolio of this kind from a central point. We have estimated, Co 
however, that the projected costs shown in the shaded area on the chart are under- | 
stated by $5 million. It is my opinion that this estimate, which is shown by the Er 
dotted line on the chart, is very conservative and that it represents the absolute 
minimum of additional savings in administrative expenses which will accrue to ue 
the Government under this plan. M 

To summarize, with the loan-pool plan in effect, it is estimated that adminis- Ni 
trative expenses for the next 6 years, exclusive of certain nonrecurring costs of me 
reorganization at the beginning of the period, will amount to no more than Re 
$5,200,000. In contrast, without the effect of the loan-pool plan, administrative 
expenses during the next 6 years would be approximately $20 million. This saving Be 
of $15 million is separate and apart from sums the Government will realize by Vv: 
minimizing liquidation losses through local servicing. I can make no dollar Conn¢ 
estimate of this, but I can assure you it will be substantial. F 

THE TASK REMAINING AFTER JUNE 30, 1954 

Beginning next June 30, the Corporation must close the books on its last year of N 
operations as a going agency. Under the law there are certain basic records of the 
Corporation which must be organized and preserved. Some of these records are Distri 
now scattered among the Corporation’s field offices. The field offices must be . 
closed, and the Corporation’s furniture and equipment sold. 

Also, as provided by section 10 of the RFC Act, the Corporation shall not be v 
deemed to be dissolved until all of the Corporation’s legal obligations have been Flori 
provided for, the capital stock retired, and a final report made to the Congress. 

I will not speculate as to when the Congress will receive this final report. However, 

I am willing to make this statement for the record: After the fiscal year 1956, very g 
few dolla.s will be required for administrative costs, and the remainder of the 7 
liquidation program will be inexpensive and routine. With respect to the imme- Geor, 
diate future, it is my belief that when the period of transition is over and the RFC . 
organization has been contracted to the size necessary for the work remaining to : 
be done, a staff of less than 125 employees will be sufficient to carry out effectively Illinc 
the program of liquidation. 

Whatever problems may be encountered you can be certain that this adminis- I 
tration will continue to carry out the liquidation of RFC as expeditiously as possi- 
ble, in fullest accord with both the letter and intent of the RFC Liquidation Act. ? 

I wish to thank you for your attention to this rather lengthy statement. If ] 
there are any matters on which you would like more information, I would be glad ' 
to answer your questions. { 
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Business loans, borrowers with loans and commitments aggregating $500,000 or more 
as of Sept. 28, 1953 





Loan and commitment balances 














Author Sept. 28, 1953 Feb, 28, 1954 Status, Felt 
ity 28, 1954 
Outstand- Undis Outstand- Und 
it bursed i burse 
Alabama 
Alabama Grain El RF¢ $1, 185, 963 $19 $1, 146, 515 ¢ 18 lo do 
tor 
Belcher, W. I Lun RF( 8. 72 ( receive 
ber Co 
Arizona 
a Cities Minins RF( 3, 500, 000 4 000. 000 4,000, 000 3. SOO. OOF In proce 
San Manuel Copper | S. 302 4,746, 294 | 89, 253. 70 12. 500.000 | 81. 500. 000 l'o do. 
Corp 
California 
Coastal Plywood & RFC 663, 750 663, 750 In proce 
limber Co 

Do RF¢ ¢ 000 9 OOK 1) 

Ensher, Alexander & RF¢ 989, 657 915, 345 Problet 
Barsoom 
Langley Corp RFC 321, 660 230, 339 541, 49° lod 
Marman Pr ts C S ) 7 () } D 
Marquardt S. 302 159 14 ( 433. I roces 
Northrop A RF« 2 629 0 Ca received 
Pacific States RF¢ 1, 0 t Do 
1, Hal, Studios, | RFC 1, 152, 632 1, 112, 635 Problem 
Sargent Engineeri1 8. 302 522, 560 402, 399 621, 489 298, 511 In process 
Cort 
Varian Associates S. 302 1, 260, 251 114, 282 1, 262, 918 64, 282 Do 
Connecticut 
Fenn Manufacturing 5. 302 574, 262 675, 737 1, 135, 263 100, 747 lo do 
Co 

Do RFC 87, 860 71, 194 In process 

Do do 202, 866 Cash received. 

Do do 352. Do 
New Haven Clock & do 1, 357, 1, 272, 895 In process 

Watch Co. 
Do S. 302 306, 000 Cash received, 
District of Columbia 
Dunbar House, Ine RFC 648, 771 648, 772 l'o do 
Steuart, L. P., & Bros., S. 302 656, 937 558, 810 In process 
Ine. 
Windsor Co... RFC 935, 272 911, 671 Do 
Florida 
American Machinery do 225, 098 133, 406 ; Do. 
Corp 

Do 8S. 302 315, 000 287, 577 Do 

Do do 750, 000 750, 000 Do 
Simberg, H. & J RFC 713, 996 681, 501 : Do 
Tycoon Tackle, Ine S. 302 358, 396 291, 604 650, 000 Do. 

Georgia 
Southland Oil Corp do... 210, 000 180, 000 Do 
Do . do 7, 250 Cash received. 
Do = do 677, 000 604, 357 In process. 
Illinois 
Brust Tool Manufac- do 758, 970 126, 030 733, 814 126,030 | To do 
turing Co. 
Electric Service Engi- | RFC 83, 553 76, 749 In process 
neering Co. 

Do S. 302 Cash received 
Martin, H.8., & Co S. 714 275, 225, 000 500, 000 In process. 
Peoria Consolidated | 8. 302 814, 169 ° 2 499, 334 Problem, 

Manufacturings, Inc. 
Solo Cup Co RFC 604, 192 Cash received. 
South Water Building do 424, 125 275, 875 546, 186 135, 821 | To do. 
Corp. 
South Water Machin- |...do 802, 114 1, 461, 886 1, 398, 838 654, 680 Do, 
ery Corp. 
Indiana: Foster Freight | 8. 302-- 40, 000 461, 890 147, 720 345, 321 Do. 
Lines 
Iowa: Davenport Besler | RFC-. 771, 688 683, 241 ..| Problem 
Corp. 
Kentucky: | 
Green River Steel Corp.| RFC 3, 556, 126 3, 556, 126 Do 
Do_. 8. 302__.| 5,000, 000 5, 000, 000 Do 
Maine: Portland Copper & | RFC 400, 000 400, 000 In process 


Tank Works 
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Business loans, borrowers with loans and commitments aggregating $500,000 or more 
as of Sept. 28, 1953—Continued 








Maryland: 
Johns Hopkins Univer- 


sity. 
Shea Chemical Corp-__-- 
Massachusetts: 
A. & P. Corrugated 
Box Corp. 
oe. R., Mills Corp- 


Hayward Woolen Co., 
Inc. 
dt TS 
Monument Mills, Inc__. 
Photoswitch, Inc__-_-_--- 
Waltham Watch Co-.-- 
Miehigan: 
Detroit Steel Corp___-__- 
Heidrich Tool & Die 
Corp. 
Huck Manufacturing 
Co 


Kaiser Frazer Corp. ___- 
Kaiser Frazer Sales 


Corp. 
oe: Industries, Inc_- 
White Pine Copper Co 
Missouri: American Fixture 
& Manufacturing Co. 
Nebraska: American Bus- 
lines, Ine. 
Nevada: Mapes Hotel Corp 
New Jersey: 
Adamas Carbide Corp 
Chatham Electronics 
Corp. 
Couse Manufacturing, 


Ine. 
McGlynn Hays In- 
dustries 
Pantasote Co_ 
Roller Bearing Co____-- 
Spencer Wire Corp. __. 
Thiokol Chemical Corp_ 
New York: 


Airborne Instruments | 
Laboratories, Inc __. | 


Carthage Hydrocol, Inc 
ASR Rin SdiMactichatinnch 
Do 

Deep Water Terminals _ 

General Textile Mills. 
Do. iain 

Maxson, W. Tae Corp-- 

—_— Lock & Hardware | 


North” ‘Gusulina: Aviation 
Fuel Terminals__----_..-- 
Ohio: 
Braun Bros. Packing 
Co itl acheeicenaacone 
Se ee | 
Brush Beryllium Co___- 
Cyril Bath Co _._-- 
Davey Compressor Co 
I case cece 
Glass Fibers, "SSRs 
Rie Wil Co 7 
Standard Thomson..._-| 
Corp. 


Loan and commitment balances 























Tyee weering: Corp--_-| 

























Author- Sept. 28, 1953 Feb. 28, 1954 Status, Feb. 

ity 28, 1954 

Outstand- Undis- Outstand- Undis- 
ing bursed ing bursed 

8. 302... $98, 950 | $1,301,049 $803, 255 $556, 745 | In process. 
8. 302__.] 1,871,088 Cash received. 
RFC.... 870, 969 In process. 
RFC___. 353, 716 Problem. 
RFC___. 413, 239 | 0. 
RFC.... 170, 760 In process. 
8. 302... 150, 586 To do. 
RFC... 839, 367 Problem. 
RFC.... 95, 000 Cash received. 
RFC.... 509, 000 In process. 
S.302._.| 1,500,000 Todo. 
RFC____| 1,353,336 Problem. 
RFC.____| 31, 644, 000 To do. 
RFC... 586, 671 FEE On dhendmeRetdedndinsbeenti Cash received, 
Ns oN cc keene: RID 6 rn nie cae eee ss Canceled. 
ORR SU ge eee 1 TE TOR Essdsstocuud In process, 
ce Bek WOO lenescccs dees cake eee ites Cash received. 
RFC.... SAD he abneises = iced Do. 
RFC__. ND 2 Beek linea tahoe ae hcnpiue etme Do. 
8. 302. __| 27, 265, 531 | 29, 905,000 | 40, 212, 532 | 16, 958,000 | To do. 
RFC 1 406 0 tf. ccc de.- DONE loa nnccnnene In process. 
S.302._.| 1,465,034] 351,907 | 1, 181, 862 | Oe eae | Problem. 
RFC... WN WON Na iebcoceanat WOE Veicncce kes In process. 
8. 302... 42, 210 572, 789 330, 993 284, 007 Do. 
8. 302... 812, 663 DE Ba nines ca eden tnliowuie Cash received. 
8. 302 830,366 | 444,033 |.....--- ees Do. 
S. 302_...| 1, 161,175 1, 120, 175 
RFC .... 552, 166 |... 528, 890 
8. 302... 595, 987 579, 178 
8. 302...| 1,302,638 | 254,861 j.........- 
8. 302_. FOO Nepbaketacics| SBI KME Inanoncnhswad In process. 
S. 302... 736, 013 Do. 
RFC____| 8,475,000 Do. 
RFC____| 3,275,000 Do. 
RFC ___| 5,998,595 Do. 
RFC... 730, 000 Do. 
RFC... 470, 000 Do. 
| RFC.. 164, 000 Do. 
S. 302__ 1, 249, 571 Do. 
RFC.. 1, 444, 064 Problem 
Ph calcein 1, 087, 500 | In process. 
RFC_.. 569, 000 | Do. 
RFC.... 125, 680 Do. 
S. 302... 687, 108 Problem 
S. 302_. 884, 575 In process. 
RFC.... 550, 000 Do. 
RFC.... 56, 000 Do. 
RFC____| 1,916, 498 Do. 
RFC... 592, 500 |_ Do. 
S. 302... 765, 613 579, 514 | To do. 
RPC.... SS eee Ta |. db te aca Do. 
gen ekl Gp ee Aonkiancdencs DEED Ua ceane<scocu Do. 
Racoon: 586, 277 |.... firma 559, 596 |----.---- ail Do. 
8. 302__. 100, 000 RE atacantactie daeavaavdecnt Cash received 
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Business loans, borrowers with loans and commitments aggregating $500,000 or more 


Continued 
K. Co 


Ohio 
Wellman, 5 
Yeager Co 

Oklahoma 
Jonco Aircraft Corp 
Lawton Community 

Hotel, Inc 

Oregon 
Lamb Weston, Inc 
Oregon Fibre Products, 

Inc. 
Roseburg Lumber Co 
Snellstrom Lumber Co 
rennsyivania 
Lucerne Coke Co. 


Piasecki Helicopter 
Corp 
Rhode Island 
Entwistle, J. L., Co 
Do 
Do 


Hamel Dahl Co 
South Carolina: C 
Giant Cement Co 
lennesset 
Mid-South Refrigerated 
W arehouse 
Wheland Co 
Texas 
Alford Refrigerated 
W arehouse 
Do 
Civic Hotel Corp 


iroiina 











Eastern States Petro 
leum Co 
Hyde Corp 
1/0 
Lone Star Steel Co 
Do 
Pameo Corp 
Powers Mfg. Co 
fexas City Refining Co 
Texas Consolidated Oils 
Texas Frozen Foods 
Corp 
Utah: Vitro Chemical Co 
ginia 
Albemarle Paper Man- 
ufacturing Co 
Reynolds Metals Co 


Do 
Virginia Lincoln Corp 
Washington: Seidelhuber 
Steel Roll Mills 
West Virginia: West Vir- 
ginia Steel & Manufac- 
turing Co 
Alaska 
Alaska Plywood Co 
Bellingham Canning Co 
Northern Consolidated 
Airlines 
Canada; Steep 
Mines 


Rock Iron 


as of Sept. 28, 19538—Continued 


Loan and commitment balances 


Author Sept. 28, 1953 Feb. 28, 1954 
ity . , 
Outstand Undis Outstand- Undis- 
ing bursed ing bursed 
S. 302 $3, 488, 750 $3, 358, 451 
RFC 840, 924 803, 000 
S, 302 1, 003, 750 935, 000 
RFC $600, 000 $600, 000 
RFC 500, 000 494, 960 
tFC 689, 757 2, 410, 242 2, 571, 12 528, 87 
RFC - 732, 800 
RFC 550, 000 125, 000 487, 500 125, 000 
3, 302 1, 585, 625 1, 465, 626 
5. 302 4, 202, 406 511, 782 4, 203, 460 67, 311 
S v2 401, 238 78, 90. 
Ss, 302 69, 318 66, 3 
Ss. 302 190, 000 180, 000 
S. 302 602, 976 572, 97 
RFC 2, 827, 626 
S. 302... 1, 247, 211 1, 223, 931 
RFC 3, 765, 198 3, 648, 350 
RFC 2, 809, 100 2, 734, 000 
RF¢ 251, 401 176, 000 
RFC 515, 422 490. 000 
S. 302 2, 100, 000 2, 000, 000 100, 000 
RF¢ 900, 000 
RF¢ 88, OOO 80, 500 
REC 34, 940, 485 13, 500, 000 37, 440, 485 11, 000, 000 
Ss. 302 37, 000, DOO 37, 000, 000 
Ss. 302 204. O91 595. 908 170, 171 
S. 302 ¥10, OOO 910, 000 
RF¢ 3, 861, 065 3, 456, 066 
RFC___.| 8,028,811 772, 579 7, 906, 357 702, 978 
RFC 632, 355 627, 427 
S. 302 620, 984 552, 879 
KF¢ 4, 979, 638 4, 722, 139 
RFC 2. 650, 000 
RFC 18, 492, 841 
RFC 645, 269 824, 730 620, 269 824, 731 
S. 714 760, 000 760, 000 
RFC 2, 969, 833 2, 830, 370 





S. 71 494,417 488, 833 
RFC 559, 489 240, 510 391, 000 
S. 302 595, 050 562, 550 


4, 300, 000 


Status, Fet 
28, 1954 


To do 
In process. 


Do. 
Do. 


Do. 


lo do 


Cash received, 


To do. 


Problem 
In process 


Problem. 
Do 
Do. 
l'o do 
Cash received 


To do 
In process 
Do. 


Do 
Do 
Do. 


Cash received 
In process 

Do 

WO 

Do 
Problem 
In process 
Problem 

Do. 


In process 
Do. 

Cash received 
Do 

Problem 


Do 


Do 


Do 
In process 
lo do. 


Cash received 
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Sales and retirements of securities (Sept. 28, 1953—Feb. 28, 1954) 








($1, 767, 869. 35) 
(12, 637. 15) 





(1, 780, 506. 50) 








7 ; | Carrying Sales and/or 
Name and address of borrower value retirement Loss (profit) 
RAILROADS 
MD 8 on oo on ka takes eee eee uee ae $5, 948, 960.65 | $7, 716, 830.00 
Central of Georgia Ry. Co_-......-..-.----------------- | 52, 033. 00 64, 670. 15 
1 
ee wee he ad ele” cla | 6,000, 993.65 | 7, 781, 500. 15 
FINANCIAL INSTITUTIONS 

October: 


Aetna State Bank, Chicago, Ill. .-...-........---.-- 
Lawrence-Cedarhurst Bank, Lawrence, N. Y_------ 
Northern Montana State Bank, Big Sandy, Mont_- 
November: 
Annapolis Banking & Trust Co., Annapolis, Md._.- 
The First Bank, Griffithsville, Ark ___ 
Richford Savings Bank & Trust Co., Richford, Vt_- 
Rutland Savings Bank, Rutland, V cme = 
December: 
The Baldwin National Bank & Trust Co., Baldwin, 
a ine en 
The Bank of Nokesv ille, Nokesv ‘lle, WBcntbinenaide 
Camden Trust Co., Camden, N. J____- : 
owe & Merchants State Bank, Fredericksburg, 
eee ot eed 
Passumpsic Savings Bank, St. Johnsbury, Wee 
ONE Trust Saar of New Jersey, Jersey City, 


NR 2 cepa ackneideaciusneakceetl 
PUBLIC AGENCY 
October: 
a ee 
Do_- Bele a ees mane 


Oliver Springs, PE, es irae aes 
D 


Water Users Irrigation District, Dillon, Tenn... __- 
November: 

I BR nv a dc Sethe ke sn ccenccbidcwncande 

I SEG oo cee cick on ccopeentanes 

Banner Special Drainage & Levee District, Mlinois__ 

Bayou De Chien Drainage District, Kentucky-_---- 

Blossom Prairie, town of, Tex...................-.-- 

Brighton, v illage of, T. 

Corning Levee District, Cc orning, ‘Mo.. 

Cc —< reek Drainage & Levee District, Illinois _._- 


Earth: 7 eee ee 
Farelly Lake Levee District, Arkansas_.......------ 
— Pass Irrigation District, Oregon__.._._..-..-- 








Hartville, city of, Mo Sail 
Hope Drainage a I et iw cane 
EN A ees 
Kosse, city Re oii ahi riick iad iy bape tice inoaion 
Monroe Creek Irrigation District, Idaho ____ 
North Fork Outlet Drainage District, Ilinois_- 


TE Wo cate Gatos .nciineee ogee scale 
Pekin and ‘La Marsh Drainage and Levee District, 
— ete ipeaedal eaccnadies al Gevdiourm etna week stabi 

ae 


Peis. towe of, Tex...........-.-.=-.-s---ss000-. 
at Spring, town of, RB Bee. cores eie 
Rock Island, town of, Wash____- 
Seott County Drainage District No. 10, Missouri__- 
South Beardstown I are and Levee District, 
Ilinois___. Ce ee a ; 
Seaniee, townet Als...) ...-....-4.---c---e0-c-c2 
Union Township Drainage District, Missouri_____- | 
Woodstock, town of, Ga__........_--.--- eae 
City of Avery, ee eces ; ; baa wie 
Town of Blossom Prairie, Tex . 
City of Kosse, Tex 
Town of Thorsby, Ala 
December: 
Alger, village of, Ohio 
Broadway, town of, Va__ 
Do 
Canyon County Drainage No. 6, 


Caldwell, Idaho... 



































200, 000.00 200, 000. 00 
300,000. 00 300, 000.00 
30, 000. 00 30, 000. 00 
100, 000. 00 100, 000. 00 
2; 000. 00 2" 000.00 
100,000. 00 100,000.00 
500,000. 00 500,000.00 |.-....-.....-. : 
30, 000. 00 SD OON00 A oe: 
9; 000.00 SONOS G5 tc... 
1, 400,000.00 | 1, 400,000.00 |................ 
100, 000. 00 100,000.00 |..........._.__. 
200, 000. 00 200; G00:001:...ccocck...... 
4, 456, 28 | 4, 456, 28 | 
1, 126,463.72 | 1,375, 573. 72 ~ G89, 110. 00) 
150,000.00 | "150,000.00 | ee 
4, 251, 920. 00 | 4,501, 030.00 (249, 110. 00) 
80, 000. 00 60, 800. 00 19, 200. 00 
130, 000. 00 99, 200. 00 30, 800. 00 
825, 00 MO ee eee 
10, 175.00 10, 175.00 : 

4, 500. 00 4, 500.00 |_......- : 
12, 500. 00 12, 057. 47 442. 53 
10, 700. 00 10, 201. 59 498. 41 
29, 000. 00 27, 007. 70 1, 992. 30 

2; 000. 00 OGIO Van copectt.. =. 
15, 675. 00 15, 675.00 |_. ae 

163, 000. 00 149, 145. 00 13, 855. 00 

8, 000.00 7, 526. 16 473. 84 

8, 000.00 8,000.00 |.......--------- 
11, 000. 00 LL Onie ts. ccace 
16, 500. 00 15, 949. 50 550. 50 

9; 000.00 ON Oia eke... - 

282) 500. 00 271, 736. 75 10, 763. 25 
61, 500. 00 59, 156. 85 2, 343. 15 
53, 000. 00 47, 747. 70 5, 252. 30 
25, 000. 00 O00 4.2 
60, 000, 00 54, 648. 00 5, 352.00 
21, 007.00 SOOT Bo ciec ta oo 

3,000.00 Sel... 3.2... 
27) 500. 00 25, 121. 25 2, 378. 75 
11, 475.00 eh ee aera 
58, 000. 00 55, 175. 40 2, 824. 60 

1, 000. 00 951.60 48. 40 

8, 000. 00 7, 769. 70 230, 30 
59, 000. 00 57,023. 50 1, 976. 50 
33, 000. 00 32) 290. 50 709. 50 
13,000.00 13,008: 00 1. i0y-82.. 
61, 000. 00 56, 855, 66 4, 144.34 
90, 000. 00 82, 680. 00 7,320.00 
8, 240.00 SOP | coccsccanduaaens 
46, 500. 00 44, 323. 80 2, 176. 20 
66, 000.00 | 60, 112. 80 5, 887. 20 
2; 000. 00 | 1. 906. 80 93. 20 
6,500.00 | 6, 224. 40 275. 60 
5, 740.00 5, 462. 76 277. 24 
2, 900. 00 sions Re aaa 
5, 586. 00 geen. we. 
2, 550.00 | Senge |<... os... 
11, 700. 00 | $Y 900 Hl. nacc0c-.... 
11, 466. 00 | eee et... 








Sale 





ee” ee a ee ee a 


aad 


1] 
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Sales and retirements of securities (Sept. 28, 1953-Feb. 28, 1954)—Continued 





























T; - Ares i Carrying Sales and/or at . 
Name and address of borrower valine a ipaeuenT Loss (profit) 
PUBLIC AGENCY—Ccontinued 
December—Continued 
East Liverpool Drainage and Levee District, Illinois $41 00 00 | $2, 748. 00 
England Pond Drainage District, Mlinois ‘ 10 00 00 280. 00 
Franklin Irrigation District, Arizona 12 00 § 00 390. 00 
Hillview Drainage Levee District, Illinois $3 00 | 41, 500. 00 1, 500. 00 
Hopkins County Levee Improvement District No 

Texas 23, 000. 00 | 90, 815.00 | 2,185.00 

Hunt Drainage District, Nlinois : 21, 000. 00 19, 530. 00 1, 470. 00 

Do : 5, 000. 00 1. 650. 00 350. 00 
Indian Cave Irrigation District, Idaho ~ 00 11, 270. 00 : 
Jordan Valley Irrigation District, Oregon... 57, 820. 00 52, 657. 50 5, 162. 50 
Kaufman County Levee Improvement District 

No. 15, Texas 25, 970. 00 24, 711. 25 | 1, 258. 75 
Marble Hill, city of, Mo 15, 190. 00 13, 020. 00 | 2, 170. 00 
McGee Creek Levee and Drainage District of Pik« 

ind Brown Counties, Ill 00 14, 346. 54 653. 46 

Do 00 494. 71 5. 29 
Moreno Mutual Irrigation Co., California 00 4,000. 00 ; . 
Pinewood, town of, 8. C 2. 50 6, 008. 12 74. 38 
Sebree, city of, Ky 7.95 95 ‘ 
South Mesa Water Co., California 00 00 1, 485. 00 
Western Heights Water Co., California 00 15.00 | 1, 485. 00 
City of Shawneetown, Il. -_. 00 30, 660, 00 7, 020. 00 
Village of Winnetka, Il 00 162, 690. 00 7, 830. 00 
Town of Pinewood, S. C 00 2, 156. 88 2, 093. 12 
City of Shawneetown, IIl_-- 5, 000. 00 2, 460. 00 | 540. 00 

January 
rown of Knightdale, N. C 5, 000. 00 2. O82. 50 2, 917. 50 
Town of Lynchburg, 8. C 8, 550. 00 8, 550. 00 
Village of Winnetka, Ill 20, S580. 00 19, 635. 00 945. 00 
Bone Mesa Water District, Paonia, Colo 1000 00 4, 000. 00 
Ellis County Levee Improvement District No. 2, 

Ennis, Tex 123, 000. 00 117, 465, 00 5, 535. 00 

Do 25. 500.00 24, 352. 50 1, 147. 50 
Hartwell Drainage and Levee District, Hillview, Ill 3, 500. 00 89, 017. 50 4, 482. 50 
Indian Grave Drainage District, Adams County, Ill 41, 000. 00 38, 050. 00 2, 050. 00 
lhe Maybell Irrigation District, Lay, Colo 500. 00 500. 00 
Poplar Irrigation District, Ririe, Idaho > 200. 00 2, 145. 00 55. 00 
Indian Grave Drainage District, Adams County, Ill 277, 000. 00 263, 600. 00 13, 400. 00 
Water and Sewer Improvement District No. 3 

Garland County, Ark 2, 500. 00 86. 256. 25 6, 243. 75 
Town of Lynchburg, 8. C 4, 000. 00 2, 400. 00 1, 600. 00 

February 
Town of Beulaville, N. ¢ 113, 000. 00 109, 610. 00 3 390. 00 
South Carolina State Port Authority, Charleston, 

S.C 300, 000. 00 294, 000. 00 6, 000. 00 
Village of Quaker City, Ohio-_-. 2, 534. 00 11, 318. 53 (8, 784. 53) 
City of Annona, Tex--.. 1, 000. 00 965. 00 | 35. 00 

Do 5, 070. 60 (3, 084. 62) 
Town of Jefferson, 8. C 11, 500. 00 575. 00 
Town of Lewisport, Ky--- 4, 950. 00 (440. 00) 
own of Savoy, Tex. 5, 000. 00 150. 00 
Town of Tom Bean, Tex. _. 8, 320. 00 (1, 716. 00) 
Town of Windom, Tex 10, 800. 00 (6, 615. 00) 
Twin Lakes Reservoir & Canal Co., Ordway, Colo 175, 000. 00 1 ). 00 

Do 700, 000. 00 7 00 
Fannin-Lamar-Delta County, Levee Improvement 

District No. 3, Ladonia, Tex 15, 000. 00 14, 175. 00 825. 00 
Fort Lauderdale Middle River Reclamation Dis- 

trict, Fort Lauderdale, Fla 36, 000. 00 35, 280. 00 720. 00 
Henderson County Drainage District No. 1, Glad- 

stone, Ill 26, 000. 00 24, 960. 00 1, 040. 00 
Henderson County Drainage District No. 2, Car | 

man, Ill 17, 000. 00 16, 405. 00 | 595. 00 
Henderson County Drainage District No. 3, | 

Oquawa, Ill 8, 500. 00 8, 245. 00 255. 00 
Kaufman County Improvement District No. 1, 

Dallas, Tex 99, 000. 00 94, 812. 30 4,187.70 
Kaufman County Improvement District No. 1, 

Ennis, Tex 59, 500. 00 | 56, 983.15 2, 516. 85 
Lamar County Levee Improvement District No. 1, 

Paris, Tex 78, 000. 00 73, 320. 00 4, 680. 00 
North Fork Drainage District No. 2, Martin, Tenn 11, 000. 00 10, 615. 00 385. 00 
City of Cleveland, Cleveland, Ohio 28, 305, 000. 00 27, 682, 867. 40 
Town of Brunson, 8. C ; 54, 000. 00 51, 300. 00 2, 700. 00 

Do 35, 000. 00 33, 250. 00 1, 750. 00 
Town of Savoy, Tex 37, 500. 00 36, 375. 00 1, 125. 00 


February balance, $12,000. 
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Sales and retirements of securities (Sept. 28, 1953-Feb. 28, 1954)—-Continued 














| 
‘ > i | Sales and/or 

Name and address of borrower Cuts pes tee Loss (profit) 

PUBLIC AGENCY—continued 

February—Continued | | 
Twin Lakes Reservoir & Canal Co., Ordway, Colo-| $273, 000. 00 | $237, 510. 00 $35, 490. 00 
ib <scn tence ‘ - . 700, 000. 00 | 609, 000. 00 | 91, 000. 00 
Do Pee pia Seeaven 200, 000. 00 | 174, 000. 00 | 26, 000. 00 
City of Annona, Tex__---- an 449.00 | 433. 29 | 15. 71 
Town of Tom Bean, Tex.._._- | 2, 000. 00 | 1,930. 00 | 70. 00 
Town of Windom, Tex.__.____- | 1, 500. 00 1,451. 25 | 48. 75 


| —_ et = 
| 34, 181, 713. 05 





| 


2 | 


Total..... oe 


32, 491, 239.93 | 1,690, 473.12 


| 
20, 991, 600.00 | 19, 942, 020. 00 1, 049, 580. 00 
4, 300,000.00 | 4, 300, 000. 00 


oempiemsenenial tamed 


25, 291, 600.00 | 24, 242,020.00 | 1, 049, 580. 00 


SECURITIES OF BUSINESS ENTERPRISES 


Reynolds Metals Co...__._....__.__-- 
Steep Rock Iron Mines_.___-. 


DO. ncn 


| 





Senator Futsricutr. Mr. Chairman, I have one other question on 
that last point. It is fair to say, then, as an overall operation from 
the beginning to liquidation, if your estimate is correct, that the 
operation of the RFC did not cost the taxpayer any money, didn’t 
lose him any money? 

Mr. Cravens. I cannot make that statement nor can I argue 
with it. 

Senator Futsricur. I say, assuming your estimate that the re- 
serves are sufficient to cover the anticipated losses, it would mean 
that if that was true? 

Mr. Cravens. That conclusion I cannot agree to. 

Senator Futsricutr. Why not? 

Mr. Cravens. I will agree, as I said—I have made no study— 
I rather feel that our reserves are adequate. When you get to whether 
it has cost the taxpayer money or not, we would have to first agree 
on some sound premises as to accounting and other procedures. 
Then we would have to go back or I would have to go back and get 
myself a crew of accountants and set up the books on the basis of 
the premises that vou and I agreed on. I won't say it is not true nor 
will I say it is true. 

Senator Futsricur. I agree there are differences of opinion—— 

Mr. Cravens. There has been so much juggling in the movement 
of assets in and out that it is very difficult to say what the overall 
net results of this operation are. And I don’t mean in any way to 
insinuate they have not been—-Senator, I just say I can’t say. 

Senator FuLtBricut. May I ask you if the result is better or worse 
than you anticipated when you came to the RFC? 

Mr. Cravens. I would say that the organization was better than I 
expected. It is a fine organization. I am amazed at the people 
in it. 

Senator Futsricut. That is very gratifying. 

Mr. Cravens. I think the assets are about the way I expected to 
find them. 

Senator FuLtpricut. From what one read in the press one would 
have the thought that it was a terrible organization before you 
got into it. 

Mr. Cravens. Not from anything I have ever said. 

Senator Futsricur. I didn’t say what you had said but what was 
said in the press. 


5 
4 
} 
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The CHairMaANn. As | remembered, you were chairman of the 
committee that exposed the 

Senator Futsricut. No, not exposed it; cleaned it up. It was 
not a matter of exposition; it was reformation, and I think it was a 
good job. 

The CHAIRMAN. It was dirty 

Senator FuLBricur. Every organization has its faults at all times 
and should be always subject to that kind 

The CuarrMan. | think in all fairness we ought to say that the 
RFC was fairly well operated, taking everything into consideration. 
[t had weak spots and some black spots, but taking everything into 
consideration | don’t think we can be too critical, 

Senator Futsricur. It only leads me to wonder why such a good 
organization Was abolished and a new one created about which we 
know very little 

The CHAIRMAN. We are going to have them up before us shortly, 
so maybe vou can find out something. I would like to place in the 
record at this point some salient points on the Longhorn Tin Smelter. 
Mr. McKenna has prepared some very fine statistics on it. I will 
place this material in the record at this point 

(The material referred to follows:) 


SALIENT POINTS ON LONGHORN TIN SMELTER 


Location: Texas City, Tex., 3 miles from port. 

Cost: About $11 million in plant alone 

Capacity: 40,000 long tons per year from low-grade Bolivian ore or 90,000 
long tons per year from high-grade concentrates. 

United States consumption: 50,000 to 55,000 tons per year. 

Stockpile: Filled. Figures not disclosed. 

Excess tin at smelter: 40,000 tons. 

Loss: About $1% million for 6 months ending December 31, 1953, including 
$627,088 bookkeeping entry as interest on United States Treasury funds (not 
actually due) and $767,315 net operating expense of waste acid plant. Overall 
operation on break-even basis, omitting plant investment. 

Cost of production: $1.13 per pound in that 6-month period on that bookkeep- 
ing basis for 16,551 long tons of tin produced. 

Market price: About 95 cents per pound in New York, increasing recently. 

Price stabilization: International Tin Agreement made at Geneva in December 
1953 will by buffer stock try to keep price between $1.10 and 80 cents per pound. 
United States will not sign the agreement. 

Employees: About 900. 

Statute: Authorizes or requires operation of smelter until June 30, 1956. 

Proposed legislation: Proposed joint resolution being considered in executive 
branch to cease operating smelter on June 30, 1954. 

Arguments for continued operation: 

1. The only tin smelter in Western Hemisphere. 
2. Danger of United States again being cut off from sources of tin in Asia 
and Europe. 
3. Lack of anywhere else in the Western Hemisphere for employees to keep 
up their skills. 

4. Unemployment of some 900 employees and suppliers and their em- 
plovees. 

5. Time leg and difficulty of rebuilding smelter and training employees in 
event of new emergency with competing demands for materials, equipment, 
and labor 

6. Repercussions on Bolivia if United States ceases to supply market for 
tin ore and concentrates. 

7. Possibility that tin smelter may be built in Bolivia in 2 years. 

8. Lack of interest among United States private enterprise in operating tin 
smelter. 

9 Danger that United States will lose its only vardstick for measuring 
fairness of tin price charged United States users. 
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_ 10. Danger that present forecast of emergency needs may prove insuffi- 3. Pre 
cient. : ai : : cence ar 
11. Advantage of having plant in being, able to meet increased tin demands for their 
in emergency. 4. Ple 
12. Low salvage value of plant. operatio 
13. Inability to maintain plant in standby condition. “7 Th 
14. Need for handling 8,000 tons of tin concentrates to be shipped to demand 
United States Government from Indonesia through March 1955 under exist- z 6. Ke 
ing contracts. s dustries 
15. Could operate plant at reduced output—say 30,000 tons per year. syntheti 
Past production varied from 15,695 to 43,468 tons per year at Texas City. 7. Th 
For 6 months ended December 31, 1953, it ran at 16,551 tons; an annual executi' 
rate of 33,102 tons. served | 
Arguments against continued operation: j they ha 
1. Smelter can run only at a loss under current market. plants | 
2. Stockpile supplies are deemed sufficient to meet any emergency demands ; rubber | 
until new smelter could be built and new personnel trained. 2 g. TI 
3. No production is required for either stockpile or commercial purposes. ‘ mend a 
4. Bolivia probably has a market in England for her ore at an undeter- sion ha: 
mined price. 4 ( 
5. United States private enterprise can’t compete against low wages of int 
English smelter workers, about 46 cents per hour against $2.15 per hour ( 
average in the Texas City plant. ins 
6. Most sources of ore and concentrates to operate smelter are in control sec 
of nationalities who have their own smelters. | 
7. Difficulty of making contracts for ore and concentrates except on a he: 
long-term basis. The 
8. Improved processes of using tin reduce total United States consumption formall 
of tin; that is, electrolytic process of making tinplate. j for pro 
WituiaMm F. McKenna, Counsel. ments 
The CuarrMan. Without objection we will place in the record at ae 
this point this interim report to this committee and the House Com- May 2 
mittee on Armed Services by the Rubber Producing Facilities Disposal ending 
Commission. The Commission consists of Mr. Holman D. Pettibone, . —< 
Chairman; Mr. Leslie R. Rounds; and Mr. Everett R. Cook. prospe 
(The material referred to follows:) the Co 
a 
RuBBER PropucinG Facruit1es Disposat Commission, Attorn 
Washington, D. C., March 15, 1954. ond pa 
Hon. Homer E. CapPenart, 2. O 
Chairman, Banking and Currency Committee, from a 
United States Senate, Washington, D. C. 3. T 
Dear Senator Carenart: An interim report of the Commission appointed by have b 
the President to dispose of the Government-owned synthetic rubber facilities was 4. F 
made today to the Senate Committee on Banking and Currency and to the House 5. I 
Committee on Armed Services. The report was signed by Holman D. Pettibone, and re 
Chairman of the Commission. Other Commission members are Leslie R. Rounds cedure 
and Everett R. Cook. The report follows: 6. L 
The Rubber Producing Facilities Disposal Commission has completed inspec- make 1 
tion of 25 of the 27 plants offered for sale under provisions of Public Law 205, to i 
transfer synthetic rubber manufacture to private enterprise. tion, a 
Inspection trips have included the following facilities: 3 plants at Baton Rouge, Pres 
La.; 2 plants at Lake Charles, La.; 3 plants at Port Neches, Tex.; 3 plants at clerica 
Baytown, Tex.; 2 plants at Houston, Tex.; 2 plants at Borger, Tex.; 4 plants in missio: 
the Los Angeles area; 2 plants at Louisville, ee. 1 plant at Institute, W. Va.; Fur’ 
2 plants at Akron, Ohio; 1 plant at Kobuta, Pa. Inquir 
The two plants at Naugatuck, Conn., remain to be visited. 
Commission members have some impressions from our contacts that we feel 
should be reported to your committee at this time. They can be summarized Th 
as follows: 
1. The plants have been well maintained by their present operators and are call b 
in good condition, including those in standby. (W 
2. Although the quality of synthetic rubber has been vastly improved and the c 


new types developed such as cold rubber, in the past decade there have been no 
basic changes in the functional process of making rubber. 
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3. Properties average some 10 years of operation. The degree of their obsoles- 
cence and depreciation obviously will be a matter to resolve in final negotiations 
for their sale. In this connection, the first two observations are relevant. 

4. Plants generally are well located in or near areas for facilitating efficient 
operation. 

5. There is optimism in the industry over the long-term outlook for increased 
demand and expanding markets for synthetic rubber. 

6. Keen competition exists among the rubber, chemical, and petroleum in- 
dustries interested in buying the plants. Other companies not now engaged in 
synthetic rubber manufacture, or its component materials, are also interested. 

7. The Commission is impressed by the sincerity displayed by industrial 
executives. They have indicated a firm belief that the pub lic interest will be 
served best by having plant ownership in private hands. They seem to feel that 
they have a responsibility in making this possible by offering to purchase the 
plants at realistic figures which recognize the potentialities of the synthetic- 
rubber industry. 

8. The Commission has advised all prospective buyers that it will not recom- 
mend any giveaway program to Congress. Since its organization, the Commis- 
sion has been guided by these basic factors 

(a) That technical information on the plants be equi lly available to all 
interested parties, regardless of size or nature of their business. 

(b) That a full, fair value be obtained for the plants; that the sales pattern 
insure a free, competitive rubber industry and that the interest of national 
security be protected. 

c) That the spirit and intent of the law, as developed in committee 
hearings and debate in both Houses of Congress, be followed. 

The Commission of three members, appointed by the President, organized 
formally on November 10, 1953. As required by law, the Commission advertised 
for proposals on the plant properties on November 18, 1953. These advertise- 
ments appeared in several of the Nation’s leading newspapers and business 
publications 

Under the law, proposals for purchase of the properties will be received until 
May 27 of this year. Then follows a period of negotiation with the bidders, 
ending December 27, 1954. No later than January 31, 1955, the Commission 
must submit its recommendations to Congress. 

Brochures containing full technical data on the plants have been offered to all 
prospective buvers on request. The following résumé describes the activities of 
the Commission, of general interest, since last November. 

1. The Commission’s legal staff has consulted frequently with the Office of the 
Attorney General. As required by law, the Attorney General must be consulted 
and pass on the sales pattern recommended. 

2. One hundred and ninety-six requests for plant brochures have been received 
from all types of industrial firms. Hundreds of brochures have been distributed. 

3. Two hundred and seventy-four requests for instructions and information 
have been received and answered. 

4. Forty-two conferences with prospective purchasers have been held. 

5. Interest in the disposal program is increasing. Proposals have been received 
and reviewed, without a price figure. The Commission is encouraging this pro- 
cedure to expedite discussions with all interested parties. 

6. Interested industrial firms have been granted permission to visit plants and 
make their own engineering studies. 

7. The Commission is evaluating individual plants through its staff organiza- 
tion, and a great deal of information is being developed. 

Present employment at the Commission’s office, including technical personnel, 
clerical and secretarial assistance, totals 25. All are in Washington at the Com- 
mission’s office, 811 Vermont Avenue NW. 

Further reports will be made togyour committee as developments warrant. 
Inquiries are invited on any phase of the program. 

Respectfully submitted, 

Houtman D. Petrrsone, Chairman. 


The CuarrMan. We will recess, if there is no objection, until further 
call by the chairman. Thank you very much. 

(Whereupon, at 12:30 p. m., the hearings were recessed, subject to 
the call of the Chair.) 
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